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To the Accountant 
who refuses to 
spend another year 


getting nowhere! 


Where is your Business “Blind Spot"? 


Expert though you may be in one department, a working knowledge of the whole 
structure Of business is vital to your success. One “blind spot” in your business 
knowledge can preclude you from promotion that otherwise might be yours. You 


can start taking the first step forward today by pre- 
paring yourself for greater success in business. 


The Trained Executive Has No Blind Spots 

The H.R.I. Business Administration Course and Service for 
Executives is designed for busy adults who recognise the 
necessity of understanding not one—but all four—(Pro- 
duction, Distribution, Finance and Administration)—of the 
important departments of every business and industry. 
The Course and Service is practical, intensive and scientific. 
Numerous top executives of world-wide repute contribute 
the wealth of their experience. They map the way for you 
to extend your knowledge to every department — the way 
to overcome the handicap of the business “blind spot”. 
Step out of the rut, start today on the road to success! 








The H.R.1. Business Administration 
Course and Service is practical, inten- 
sive and scientific. 

The 20 text volumes of the course, pro- 
fusely illustrated, and fabric bound, 
cover: 

Business Organization — Business and 
the Man — Marketing — Advertising 
Principles — Advertising Campaigns — 
Personnel Management — Office Admin- 
istration — Business Letters and Com- 
munications — Accounting Principles — 
Credit and Collections — Salesmanship 
— Saies Management — Factory Manage- 
ment — Production Control — Cost 
Finding — Financial and Business State- 
ments — Budgetary Control — Invest- 
ment and Speculation — Economics — 





Commercial Law. 





We extend fo executives—and those of executive potential—a cordial invitation to write for our 
free informative brochure, “Business Administration”, or call at our nearest office in any capital city. 


Hemingway Robertson Institute 


. Professional Tutors 


MELBOURNE (Tele. MY 1671) 
SYDNEY (Tele. BX 3587) 


Offices all Capital Cities, Geelong, Newcastle and Launceston 


Consulting Accountants . . 


BANK PLACE - 
16 BARRACK STREET - 
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Credit Where Credit Is Due 


UMAN nature being what it is, we 

all like to receive credit where 
credit is due and we are gratified by 
every acknowledgment of our various 
achievements. Recognition of this im- 
portant point is very largely the basis 
for the plans put forward by psycholo- 
gists and management consultants with 
the object of improving employer- 
employee relations and thus helping to 
promote industrial stability and increase 
productivity. To the extent that any 
such plans succeed in accomplishing 


their purpose, it will be generally con- 
ceded that “credit is due” in full measure 
to those by whom they are formulated. 


In this field of human relations and 
business the accountant has an important 
part to play, for he is the one who is 
able to see most clearly where there is 
an insufficient recognition of the need to 
give “credit where credit is due”. 


This consideration of the idea of 
credit leads by an easy transition to the 
thought of another form of credit — the 
financial credit— which in its various 
forms is the lubricant, as well as the 
lever, essential to the conduct and 
development of practically our entire 
commercial and business structure. 


Traditionally, the banks have been the 
main source of financial credit in various 
well-known forms. An interesting com- 
mentary on the accountant’s important 
place in the extension of credit by 
banking institutions, is provided by a 
bulletin issued recently by the American 
Institute of Certified Public Accountants, 
and entitled, “Bankers’ Attitudes Toward 
the CPA”. In the course of replies to 
a survey conducted by Dun and Brad- 
street for the Institute of CPA’s, on 
which the bulletin is based, a leading 
banking executive said he rated the work 
of CPA’s essential to his organisation’s 
lending activities. “We could not extend 
credit without the CPA’s . . . we would 
not loan any sizeable amount without 
an audit by a certified public accountant”. 
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This view, no doubt, is similar to that 
held by Australian bankers. 


The financial credit provided by banks 
has been supplemented by commercial 
credit, and, in recent years, by finance 
companies. Some idea of the develop- 
ment in this latter field of finance is 
provided by the article, “Australian 
Finance Companies” by W. L. Burke 
and N. Runcie, appearing in this issue 
at page 576. In this survey of the 
sources of funds of Australian finance 
companies, Messrs. Burke and Runcie 
have collected and collated a great deal 
of most relevant and revealing facts and 
figures. For instance, the total out- 
standing hire purchase debt in Australia 
is shown to have risen from £5.6 m. 
in 1944-45 to £352.9 m. in 1957-58, of 
which 84% is owed to finance com- 
panies. Further, the figures showing 
sources of funds demonstrate the success- 
ful trend toward public borrowing. In 
1944-45 shareholders’ funds represented 
80.9%, and public borrowing 4.8%, of 
finance companies’ sources of funds. By 
comparison, the figures for 1957-58 
are shareholders’ funds 25.4%, public 
borrowing 57.9%. In concluding their 
analysis, the authors say:— 

“Finance companies have acquired a new 
status in the Australian money market. They 
have been more or less ‘accepted’. Ties with 
the trading banks have increased their standing 
as borrowers, especially in the short-term 
market, and in the competition for available 
funds (e.g. debentures), they have made their 
presence in the market really felt. Advances 
of the finance companies we have studied 
have increased to 37% of the total advances 
of the trading banks... ” 

Messrs. Burke and Runcie’s survey 
is up-to-date and authoritative. Its 
appearance in the Australian Accountant 
provides readers for the first time in 
published form with a co-ordinated, 
chronological picture of a segment of 
Australia’s financial structure of great 
significance to our economy. Credit 
where credit is due must surely be paid 
to its authors for a notable piece of 
analytical and constructive reporting. 
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Source of Dividend Received 
by Non-Resident 


By D. C. WILKINS, B.COM., A.A.S.A. 


The High Court considered the application of Sections 23(r) and 
44(1)(b) of the Income Tax Assessment Act to a dividend paid to 
a non-resident of Australia on shares registered on an ex-Australian 


share register. 


ARKE DAVIS & Co., a company 

incorporated under the laws of 
Michigan, U.S.A. carried on business in 
the United States of America, and in 
other countries, including Australia. It 
was decided that the overseas businesses 
should be carried on by a subsidiary 
company, Parke Davis & Co. Limited, 
incorporated in Colorado. The branch 
activities taken over included the Aust- 
ralian business. 


After only a few months, it was decided 
to reverse the procedure previously 
adopted, and the overseas businesses 
carried on by the Colorado company 
were re-transferred to the Michigan 
company. The method adopted consisted 
of the distribution to the Michigan com- 
pany (the parent company) of all the 
property of the Colorado company (the 
subsidiary) in complete cancellation or 
redemption of the shares, and ail the 
debts, liabilities and obligations of the 
subsidiary company were also assumed 
by the parent company. 


The subsidiary company was then dis- 
solved in accordance with the laws of 
the State of Colorado. The parent com- 
pany resumed the operation of the 
Australian business some ten months 
after it had relinquished it. 


Distributions made by the subsidiary 
company, in the course of the plan of 
liquidation adopted, included profits 
derived from carrying on the Australian 
business, amounting to £106,414. The 
Commissioner included this amount in 
the assessable income of Parke Davis & 
Co., the Michigan company, under Sec- 
tion 47 of the Income Tax Assessment 
Act. After certain adjustments made on 
account of taxes paid in Australia and 
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the United States, an amount of £65,179 
remained, the assessment of which was 
the subject of the High Court case of 
Parke Davis & Co. v. Federal Commis- 
sioner of Taxation (1959) 7 A.LT.R. 
421. 


Both companies involved were non- 
residents of Australia for the purposes 
of Australian income tax. Section 44(1) 
(b) provides, in effect, that dividends 
paid to a non-resident are included in 
his assessable income to the extent to 
which the dividends are paid by the 
company out of profits derived from 
sources in Australia. In the first place, 
it was necessary to determine whether 
the non-resident company, Parke Davis 
& Co., had received a “dividend” from 
the Colorado company, as part of the 
process of dissolution of that company. 
It is provided by Section 47 of the Act 
that “distributions to shareholders of a 
company by a liquidator in the course 
of winding up the company, to the extent 
to which they represent income derived 
by the company” shall be deemed to be 
dividends. Arguments were advanced to 
the effect that there was in fact no 
liquidator and no winding up of the 
company, in accordance with the laws of 
the State of Colorado; if there was a 
winding up, that it could not be concluded 
that assets were distributed in the course 
of that winding up; and that, in any 
event, Section 47 was not applicable to 
foreign companies. 


The Court considered that, having 
regard to the facts, the provisions of 
Section 47 were appropriate to the action 
taken, even though there may have been 
deviations from the laws of Colorado. 
Further, it was held that Section 47 
governs transactions of a_ particular 
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character, and there is no indication that 
the section should have territorial limit- 
ations. The section is “of general 
application, quite independently of 
questions of locality” and is concerned 
with “the abstract question, whether a 
given transaction is to be brought within 
the provision that deals with the assess- 
ability of dividends”. Therefore, to the 
extent that the assets distributed to the 
Michigan company represented profits 
derived by the Colorado company, such 
distribution should be deemed to be a 
dividend received by the parent company. 


At this stage, therefore, a non-resident 
company, Parke Davis & Co., was held 
to have received an amount which was 
deemed to be a dividend for the purposes 
of the Australian Income Tax Assessment 
Act. It was then necessary to consider 
whether this dividend should be subject 
to income tax in the hands of the non- 
resident recipient, by the application of 
Section 44(1)(b), or any other relevant 
section of the Act. 


If Section 44(1)(b) was to be con- 
sidered alone, it appeared that the 
dividend should be assessable, because 
the facts indicated that the distribution 
was made out of income earned in 
Australia, and, in accordance with that 
sub-section, the non-resident is assessable 
on dividends to the extent to which they 
are paid out of profits derived by the 
company from Australian sources. 


However, for the taxpayer it was 
contended that the deemed dividend 
should not be included in assessable 
income by the operation of Section 44 
(1)(b), because, by the operation of 
Section 23(r) of the Income Tax Assess- 
ment Act, the dividend was exempt, and 
this exemption overrides the operation 
of Section 44. 


Section 23(r) provides that income 
derived by a non-resident from sources 
wholly out of Australia is exempt from 
Australian income tax. It was argued that, 
according to the general law, the source 
of a dividend is the shareholding; the 
judgment in Inland Revenue Commis- 
sioners v. Reid’s Trustees (1949) 1 All 
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E.R. 354 was quoted as support for that 
view. Thus, if the source is the share, 
and the share is situated outside Aust- 
ralia, the taxpayer company submitted 
that the deemed dividend was exempt, 
and therefore no further consideration of 
Section 44(1)(b) was warranted. 


In the case of Commissioner of Tax- 
ation (N.S.W.) vy. Freeman (1956) 6 
A.LT.R. 225, the High Court made 
reference to Nathan v. Federal Commis- 
sioner of Taxation (1918) 25 C.L.R. 
183, which decided that the place where 
the profits were earned was the source 
of the dividend, and then stated “We 
do not understand Nathan’s Case to 
decide that the locality where a company 
derives the profits from which it pays 
dividends must be regarded exclusively 
as the source of a shareholder’s dividend 
receipts”. It was thus postulated in 
Freeman’s Case that a dividend may be 
attributed to different sources, that the 
locality of the share was not the only 
source to which the dividend could be 
imputed. 


It is of interest to recall, as an inter- 
polation, a decision of the Board of 
Review, in 6 C.T.B.R. (N.S.) Case 35, 
where it was considered that, in such 
circumstances, the dividend income “has 
firstly a direct and immediate source” 
namely the locality of the shares, and 
“secondly and concurrently an ultimate 
source”, the place where the profits were 
earned from which the dividend was paid. 
As the dividends were treated therefore 
as having both an Australian and an ex- 
Australian source, they were not regarded 
as being paid wholly from sources out 
of Australia, as required by Section 
23(r). In the present case, however, 
the Court did not consider that, even 
though prima facie the source of the 
dividend was the shares (which were out- 
side Australia) the relationship between 
Section 23(r) and Section 44(1)(b) was 
thereby resolved to the effect that the 
dividend should be exempted from tax 
by the overriding effect of Section 23(r). 
Rather the Court stated that “Section 
23(r) is a general provision expressing a 
policy of the Act, a general provision 
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that you might expect the Act to carry 
into effect as to particular subjects by 
specific provisions, and that where in 
the rest of the Act there are specific 
provisions with respect to sources of 
income, these provisions may be taken 
as fulfilling or carrying out, or (clari- 
fying) Section 23(r)”. 


Further, the Court said “it is not right 
to interpret Section 23(r) independently 
of every other provision of the Act. It 
is not right to suppose that in its appli- 
cation to income consisting of dividends 
it must have an operation that is inde- 
pendent of anything that may be found 
upon the same subject in any subsequent 
provision of the Act, and on that sup- 
position to treat it as necessarily meaning 
that inasmuch as a shareholder derives 
his dividend from his shares the locality 
of the source of the dividend is the locality 
of the shares” that is, the share register. 


Section 44(1)(b) was considered to 
be a particular provision giving specific 
effect to Section 23(r) in the case of 
dividends; it is not inconsistent with 
Section 23(r), but appears to carry out 
the general effect of Section 23(r) by 
providing that dividends received by a 
non-resident shareholder are only assess- 
able to the extent to which they are paid 
out of profits derived from sources in 


Australia. Thus, Section 44(1)(b) was 
considered to have the effect of carrying 
out the general provisions of Section 
23(r), specifying what, in the case of a 
dividend received by a non-resident, is 
the source for the purposes of Section 
23(r). If this were not so, it would 
mean that, where a non-resident held 
shares in an Australian company, and 
assuming that the share is the source of 
the dividend, income tax would be 
charged on dividends paid out of Aust- 
ralian profits if the shares were on an 
Australian register, and would not be 
charged if the shares were on an ex- 
Australian register. 


It was held, therefore, that by the 
operation of Section 44(1)(b) in con- 
junction with Section 47, the distribution 
by the liquidator of the subsidiary com- 
pany was subject to tax in the hands of 
Parke Davis & Co., the parent company. 


This decision of the High Court does 
not, of course, clarify all the questions 
concerning the assessment to Australian 
income tax of dividends received by non- 
residents of Australia, but, in its detailed 
consideration of the relationship between 
Section 23(r) and Section 44(1)(b), 
throws light on a problem which for 
many years has been the subject of more 
or less indecisive argument. 





Notes on Selected Tax 


PROPERTIES SOLD ON TERMS 


The Commissioner’s method of 
assessing profits arising from the 
sale on extended terms of properties 
acquired for resale at a profit was 
confirmed by the Board of Review. 


The taxpayer had engaged in various 
real property transactions during the 
year ended 30 June, 1956. He was 
asked to visit the Tax Department to 
produce documents relating to these 
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Cases 
By D. C. WILKINS, B.coM., A.A.S.A. 


transactions, and subsequently he fur- 
nished an amended income tax return 
for the year concerned disclosing five 
sales of properties. The Department 
then conducted an investigation, and 
found that there were thirteen sales of 
properties in the year, each of which 
resulted in a profit. 

It was established that the properties 
had been bought for resale at a profit. 
In two cases the transactions were com- 
pleted within the year, and the profit 
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was included in the taxpayer’s assessable 
income. The remaining eleven proper- 
ties were sold on terms, and at the end 
of the year an amount was owing on 
each transaction. 

These properties were sold on the basis 
of the payment by each purchaser of a 
cash deposit, the balance being secured 
by a mortgage. Weekly amounts of 
principal and interest were then payable 
until the transaction was completed. 

The Commissioner calculated the net 
profit on each transaction, deducting the 
purchase price and expenses of sale from 
the sale price. The amount of the net 
profit included in the taxpayer’s assess- 
able income of the year was _ then 
calculated by apportioning the net profit 
between the instalments received during 
the year and the instalments outstanding 
at the end of the year. Each instalment 
therefore was treated as including a 
portion of the net profit on the sale. 

The taxpayer, in 8 C.T.B.R. (N.S.) 
Case 31, contended that the method of 
assessment adopted by the Commissioner 
was not correct. It was argued that no 
profit on the sale of a particular property 
was derived until the cash instalments 
received exceeded the purchase price; 
alternatively, it was claimed that the 
mortgages should be valued at the end 
of each year, and only the value of the 
mortgage at the end of the year of sale 
should be treated as income of that year. 

The Board of Review considered that 
“as the total of the sale prices of the 
properties in this case includes a margin 
of profit, each and every payment, or 
consideration given, in satisfaction of 
those sale prices includes rateably a pro- 
portion of that profit.” The profit 
calculated as being included in the 
instalments outstanding at the end of the 
year should therefore be included in the 
assessable income of future years, when 
those instalments are received. 

The method adopted by the Com- 
missioner has been described as “based 
upon sensible business considerations”, 
and does appear to spread the profit 
reasonably over the pericd during which 
instalments of the sale price of properties 
sold on terms are received. 
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REPLACEMENT OF ELECTRICAL 
INSTALLATION 


By majority, the Board of Review 
decided that the electrical system in 
an hotel had not been restored, but 
a new system substituted, and the 
cost was not allowable as a deduc- 
tion under Section 53 of the Income 
Tax Assessment Act. 


The allowance of a deduction for 
repairs under Section 53 does not extend 
to expenditure of a capital nature. The 
question involved is a vexed one, and is 
the source of constant argument between 
taxpayers and the Commissioner in an 
attempt to determine whether, in the 
particular circumstances, the expenditure 
incurred does fall within the scope of 
repairs to income-producing property. 


The difficulty is often accentuated by 
the fact that, in relation to a particular 
asset, the decision as to whether the 
expenditure is to be allowed under Section 
53, or to be treated as a capital item, 
has to be made on the basis of the whole 
of the expenditure incurred. In other 
words, although there may be an element 
of “repair” involved, if on the whole the 
work is treated as something new, an 
improvement, then the entire cost may 
be regarded as of a capital nature, and 
thus not a “repair” for the purposes of 
Section 53. 


In the present instance, the taxpayer 
was a member of a partnership which 
conducted an hotel. Expenditure total- 
ling £729 was incurred on re-wiring the 
electrical system in the hotel, of which 
£697 was claimed as repairs. 


The existing installation was “old, 
perished and dangerous”, the circuits 
were overloaded, and some of the ex- 
tensions had been improperly installed. 


The electrical contractor demolished 
the existing system and replaced all the 
wiring, lampholders and switches. One 
point of entry from the main was used, 
and one new _ switchboard installed, 
instead of three similar installations. The 
existing conduit was replaced in sub- 
stantially similar positions; subject to 
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minor additions the new system was 
similar to the old one, but the wiring was 
installed properly, and worked efficiently. 


It was agreed that “the use of different 
material in replacement of that used in 
the item replaced does not of itself dis- 
qualify the work from being in the nature 
of a repair.” The taxpayer submitted 
that the partnership had nothing more 
after the re-wiring was completed than 
they had before, except that the new 
system worked efficiently, whereas the 
worn-out system did not. 


On the authority of the decision in 
Federal Commissioner of Taxation v. 
Western Suburbs Cinemas Ltd. (1952) 
5 A.I.T.R. 300, the majority of the 
Board, in 8 C.T.B.R. (N.S.) Case 39, 
decided that the new work was not a 
restoration of the old system but repre- 
sented the substitution of a new system, 
complying with the requirements of the 
electricity authorities, and thus possessing 
advantages over the old system. It was 
held therefore that the expenditure 
incurred was of a capital nature and not 
allowable under Section 53. 


INTEREST ON BORROWED MONEY 


The Board of Review decided 
that where the full amount of the 
interest on money borrowed to pur- 
chase shares was payable by a joint 
owner of the shares, only part of 
that interest was allowable to him 
as expenditure incurred in producing 
his assessable income. 


The taxpayer, a grazier, agreed with 
one M that he (the taxpayer) would 
acquire shares in a pastoral company to 
be held jointly by himself and M. M 
agreed to sell to the company his dam- 
sinking plant for a nominal figure and 
also agreed to work full-time on the 
property operated by the company. The 
taxpayer undertook to obtain an advance 
from another company, to finance the 
purchase of the shares in the pastoral 
company. 

It was further agreed by the taxpayer 
that he would be responsible for the 
whole of the interest on the advance 
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obtained for the purchase of the joint 
shareholding. The taxpayer was to retain 
M’s share scrip in the pastoral company 
as security until the advance was liqui- 
dated. 


The interest payable on the advance 
was debited to taxpayer’s account in the 
books of the company which provided 
the funds, and this total amount of 
interest was claimed by taxpayer as a 
deduction under Section 51 of the Income 
Tax Assessment Act. One half of the 
dividends paid on the jointly owned 
shares was included in taxpayer’s assess- 
able income. 

For the taxpayer, at the Board 
hearing reported in 8 C.T.B.R. (N.S.) 
Case 34, it was contended that the lia- 
bility assumed for the payment of the 
whole of the interest on the advance was 
a consequence of a normal business 
arrangement taxpayer had undertaken 
with M, whose services for the pastoral 
company were essential to the success of 
the project. Thus it was submitted that 
the interest payable was an expenditure 
incurred in the production of the dividend 
income received. 

The Commissioner, on the other hand, 
took the view that as one-half of the 
money borrowed by the taxpayer was 
used to purchase M’s interest in the 
shares, one-half of the interest was not 
an outgoing incurred in producing tax- 
payer’s dividend income. It was the 
pastoral company which directly bene- 
fited from the arrangement, by securing 
M’s services. 

The Board of Review favoured the 
Commissioner’s argument. The benefit 
which the taxpayer derived was the 
dividends paid on his share of the joint 
shareholding and only one-half of the 
interest he paid was allowable under 
Section 51. The company had the 
advantage of securing the services of M, 
M benefited from the securing of the 
advance to purchase his joint sharehold- 
ing by reason of the dividends he 
received, and no doubt the taxpayer 
benefited indirectly because the com- 
pany’s profits would be higher because 
of M’s connection with it. All these 
factors, however, did not support the 
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claim that the interest was incurred 
entirely in the production of the assess- 
able income derived by the taxpayer. 


SALE OF TREES ON ORCHARD 
PROPERTY 


The net proceeds of the sale of 
pine trees planted by an orchardist 
was held by the Board of Review to 
represent a receipt of capital. 


In the process of clearing land for use 
as an orchard, pine trees were planted by 
the taxpayer as windbreaks; over a 
period of years to 1954 he had planted 
25 acres of fruit trees and a total of 20 
acres of pines which were situated on the 
hill-tops or slopes on the windward side, 
between and around the orchards. 


Most of the pine trees and also a 
number of the fruit trees were destroyed 
by fire in January, 1955. Although 
killed by the fire, some of the pines, ten 
to eighteen years old, were worth felling 
for the purpose of salvaging logs. The 
taxpayer therefore arranged for a con- 
tractor to undertake this work, and 
received a net amount of £796 on the 
sale of the logs. 


The Commissioner treated the net 
proceeds from the sale of the pine logs 
as income derived from a_ business, 
assessable under Section 25 of the 
Income Tax Assessment Act, or as 
profits arising from a_ profit-making 
scheme, assessable under Section 26 (a). 


The Board of Review, in 8 C.T.B.R. 
(N.S.) Case 32, decided that in selling 
the pine logs the taxpayer was not 
carrying on a business, nor was the sale 
part of a profit-making undertaking or 
scheme. The sales were caused directly 
by the fire, and there was no evidence 
that the taxpayer at any time had intended 
to grow the pine trees for the purpose 
of subsequently selling them. Rather he 
had realised a capital asset in a manner 
which provided the best return under the 
circumstances, and the proceeds of sale 
were therefore a receipt of capital, not 
subject to income tax. 
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STRUCTURAL ALTERATIONS TO 
BUILDING 


Expenditure on structural altera- 
tions to a factory building to enable 
new machinery to be installed were 
held (by the Board of Review) not 
to represent part of the cost of the 
machinery. 


The taxpayer company, which carries 
on a laundry business, installed two 
machines to facilitate the laundering of 
sheets. In order to set up these machines 
to enable them to function efficiently, it 
was found necessary to demolish a brick 
partition wall in the factory, and to erect 
a steel girder to support the upper struc- 
ture of the building when the partition 
wall was removed. 


It was contended for the taxpayer 
company at the Board hearing, reported 
in 8 C.T.B.R. (N.S.) Case 20, that the 
expenditure on the alterations was neces- 
sarily incurred in carrying on the business, 
and should be allowed under Section 51, 
or was allowable as repairs under Section 
53, or should be treated as part of the 
cost of the machinery for the purpose 
of depreciation allowances. 


The Board had no hesitation in saying 
that the expenditure incurred was of a 
capital nature, and therefore not allowable 
as a deduction under Section 51 or 
Section 53. 


The company had adopted, as an alter- 
native, the view that the demolition of 
the factory wall and the erection of the 
steel girder represented a cost of installa- 
tion of the new plant, and should be 
added to the cost of the unit of plant 
concerned, to be subject to depreciation 
at the appropriate rate. The Board con- 
sidered, however, that although the altera- 
tions were made necessary by the decision 
to install the new plant in a particular 
location, the expenditure incurred was 
not so directly related to the acquisition 
of the plant as to make it part of the 
cost of the asset. The expenditure was 
held therefore to relate merely to a 
structural alteration of the building. 
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“Own-Your-Own” Flat Companies 


DECISION of the Board of Review 

now reported in 7 C.T.B.R. (N.S.) 
Case 71, was reviewed in March 1958 in 
this section of The Australian Account- 
ant. The question considered by the 
Board was whether amounts received by 
an “own-your-own” flat company from 
its members as contributions towards the 
cost of a directory board, and amounts 
contributed by them to purchase Com- 
monwealth bonds (the proceeds of which 
were to be applied towards the cost of 
painting the flats) were assessable 
income of the company. The Board 
decided that they were not, saying that 
both receipts lacked any of the essential 
qualities of income. 


However, the Board said towards the 
end of its reasons:— 


“It is unnecessary to explore the 
question as to whether the receipt by 
the taxpayer company of moneys 
expended on items of general main- 
tenance should be classed as assessable 
income; that issue is not before the 
Board”. 


It is clear, therefore, that the Board’s 
decision is not an authority to exclude 
from assessable income normal mainte- 
nance receipts, although its comments 
are useful. In view of the Commissioner’s 
practice, prior to the Board’s decision, 
of assessing all normal and special forms 
of receipts for maintenance, it is unlikely 
that he would go further than the Board 
went in the treatment of receipts of these 
companies. What is the position in 
regard to general maintenance contri- 
butions? 


Mere description of receipts as general 
maintenance contributions is insufficient 
to have these amounts treated as not 
being income. Neither is it sufficient 
that these amounts are used to pay the 
cost of maintenance; the business 
receipts of the ordinary trader do not 
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By “CLAUDIUS” 


cease to be income when they are applied 
wholly in meeting his business expenses, 
for example, when he fails to make a 
profit. 


In the instant case the Board had 
before it a tenancy agreement which pro- 
vided that shareholder-tenants covenanted 
to pay the company quarterly a fair 
proportion of certain expenses incurred 
or to be incurred by the company. It 
also had before it a copy of a resolution 
of the board of directors which 
authorised the purchase of Common- 
wealth bonds “in order to build up a 
fund to help cover major maintenance 
items, such as painting of the exterior 
of the building and replacement of 
washing machines”. The cost was added 


to quarterly maintenance accounts and 
shareholder-tenants were advised of the 
purpose of the fund in a footnote to their 


accounts. 


One of the reasons given by the Board 
of Review for its decision was that in 
terms of the resolution of the board of 
directors “accepted and agreed to, it 
would seem, by the shareholders as 
tenants, the taxpayer company coven- 
anted to hold and apply the moneys so 
received for a particular purpose in the 
interests, or for the benefit, of the tenants. 
The latter was further indicated by the 
manner in which these moneys were dealt 
with and shown by the company in its 
accounts. It seems to us that it could 
very well be said that the taxpayer 
company, in the words of Dixon J. in 
Cohen’s Case (42 C.L.R. 91), ‘stands in 
the same position as a direct or express 
trustee’.” 


In the writer’s opinion the first test 
in regard to the assessability of general 
maintenance contributions is whether the 
company is or is not in the position of 
trustee of these moneys with the approval 
of the shareholder-tenants. 
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Evidence may be necessary to prove 
this. In this regard attention is drawn 
to the fact that the evidence before the 
Board of Review comprised the terms of 
the tenancy agreement, the resolution of 
the board of directors, and the notice 
to tenants. It may be suggested that 
other forms of evidence would not satisfy 
either the Commissioner or a Board of 
Review. 


In one case coming to the writer’s 
notice, service charges were levied on 
tenants to cover the cost of regular ex- 
penses, whilst maintenance contributions 
were payable to cover the cost of expenses 
not of an annual nature such as painting 
and plumbing. However, the mainten- 
ance contributions were expressed in the 
agreements with tenants to be held on 
behalf of tenants to meet those expenses, 
whereas there was no such expression in 
the agreement covering the service 
charges. The company was assessed on 
the service charges received less expendi- 
ture thereon, but was not assessed on 
the maintenance contributions. 


The risk of assessment occurs in prac- 
tice when contributions exceed the cost 
of maintenance in any year. Flexibility 
in the matter of fixing contributions and 
accuracy in forecasting expenses appears 
to assist in ensuring that contributions 
no more than cover expenditure. 


A second, and apparently separate, 
question can also arise in the case of 
“own-your-own” flat companies, and 
that involves the principle of mutuality. 


The Board of Review made _ the 
following observations on this _prin- 
ciple: — 

“The question of the application of 
the principle of mutuality between 
company and shareholder has been 
considered by the House of Lords. 
In Municipal Insurance Ltd. v. Hills 
[(1932) 16 Tax Cases 430] the 
essence of that principle was ex- 
plained by Lord MacMillan, who said 
at p. 448: ‘The cardinal requirement 
is that all the contributors to the 
common fund must be entitled to par- 
ticipate in the surplus and that all the 
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participators in the surplus must be 
contributors to the common fund; in 
other words, there must be complete 
identity between the contributors and 
participators. If this requirement is 
satisfied, the particular form which the 
association takes is immaterial’. 

“In their comment upon this case the 
authors of Challoner & Collins (Jncome 
Tax Law & Practice) say (at p. 102): 
‘It is not necessary, however, that the 
contributors to the funds should be 
entitled to the surplus in precisely the 
proportions in which they have con- 
tributed. It appears, therefore, that 
the two main principles essential for 
the application of the mutual principle 
are as follows: (1) There must be 
complete identity between the contri- 
butors to a common fund and the 
persons entitled to participate in any 
redundant portion of that fund, 
although they need not be entitled to 
Participate in that portion in the 
precise ratio of their contributions; and 
(2) The persons entitled to participate 
in any surplus or redundant portion 
of the fund must be entitled so to 
participate as contributors and not as 
shareholders or in any other capacity’.” 


In the same work at pages 103-104 
after reviewing observations of Rowlatt 
J. in Jones v. South-West Lancashire 
Coal Owners Association Ltd. (11 Tax 
Cases 790), the authors said:— 


“It seems clear from the foregoing 
that if a body or association is a com- 
pany having a share capital on which 
dividends may be declared and paid 
to shareholders in proportion to their 
interests in the capital and not in 
proportion to their contribution to the 
body or association, for services 
rendered to them by the body or 
association, the whole of the surplus 
is income even though its source is 
transactions entered into with share- 
holders”. 


However, the Board of Review, in the 
case referred to above, observed that the 
case of Liverpool Corn Trade Associa- 
tion v. Monks (1926) 10 Tax Cases 
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442, which also was concerned with an 
association having power to declare 
dividends from profits derived from 
dealings with members and non-members, 
differed on the facts. It is apparent, of 
course, that the prerequisites of dividends 
are profits from which to pay them and 
a power to do so in the rules of the body. 
Similarly a prerequisite to assessment is 
the existence of profit or income. The 
observation of the Board may be based 
on the absence of profits in the case 
they decided. If this is correct then an 
“own-your-own” flat company, being 
constituted as an ordinary proprietary 
limited company, may find that its power 
to declare dividends based on capital is an 
embarrassment in any claim that the 
mutuality principle operates. It is pre- 
ferable to have a system of rebates of 
contributions to take care of any 
surpluses. 


Two further aspects of the application 
of the mutuality principle to “own-your- 
own” flats deserve mention. Under the 


Victorian Companies Act, and no doubt 


those of other States, a member or share- 
holder is a person whose name is entered 
on the share register of the company. 
Where shares are being sold on terms, 
title to the shares is usually retained by 
the vendor as security for the debt until 
fully paid. Thus until the purchaser has 
paid in full he may not become a share- 
holder. In these cases there is a danger 
that the mutuality principle will not 
operate because there is not complete 
identity between the contributors (tenants) 
and the participators (shareholders). 


The second aspect relates to garages. 
In the majority of flats of this type there 
is not a garage to every flat. In some 
such cases a separate charge is made 
for the use of the garage, whether as a 
rent or otherwise. Here again the 
mutuality principle may not apply to 
receipts for garages because there are 
fewer contributors than participators. 


It may be concluded that there are a 
number of pitfalls in claims by “own- 
your-own” flat companies that they do 
not derive income. 
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TAX PRACTICE 


Brown incurs expenditure 
amounting to £40 in solicitor’s 
costs and stamp duty on a 
lease of business premises 
which was granted to him by 
Jones. Brown later assigns the 
lease to Smith, receiving a 
premium of £500. Legal fees 
incurred by Brown relating to 
the assignment amounted to 
£15, and expenses incurred by 
Smith were £25. Further legal 
costs, totalling £20, were in- 
curred by Jones in connection 
with the termination of the 
lease. What is the tax position 
regarding these various expen- 
ditures? 

The amount of £40 spent by 
Brown is allowed as a deduction to 
him under Section 68. being expen- 
diture © incurred for the “preparation 
registration and stamping of a lease 
of property” which is held by him 
for the purpose of producing income. 

Brown is assessable on the pre- 
mium of £500 (s. 84) less any 
allowable deductions directly relating 
to the premium, viz. his costs on the 
assignment amounting to £15. 

The premium paid by Smith, 
£500, is allowable to him under s. 
88(1), the deduction to be spread 
proportionately cover the unexpired 
term of the lease. The costs incurred 
by Smith, £25, are however not 
allowable under s. 88(1), nor under 
s. 68, and presumably would be 
treated as capital expenditure, also 
not allowable under s. 51. 

Expenditure incurred by Jones 
(£20) on termination of lease cannot 
be allowed under s. 68, as this is not 
the “preparation § registration oF 
stamping” of a lease. This amount 
would probably also be regarded as 
representing expenditure of a capital 
nature, not allowable as a deduction 
under any other provision of the 
Income Tax Assessment Act. 

a 
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Asian and Pacific Accounting Convention 


LANS are well advanced for the 

Convention which will be held in 
Melbourne from 4 to 7 April, 1960. 
As indicated by the statement appearing 
in the July issue, topics of current signi- 
ficance have been selected for discussion 
at the technical sessions. The stimulation 
of these discussions will be enhanced by 
the papers to be presented by overseas 
authorities. 


There has been a good response from 
accounting organisations in the area, to the 
invitations extended to them. So far, the 
following have agreed to participate:— 


CHINA (Formosa) 
China Institute of Accountants. 
INDIA 
The Institute of Chartered Accountants of 
India. 
The Institute of Cost and Works Accountants. 
JAPAN 
Incorporated Association of Certified Public 
Accountants in Japan. 
KOREA 
Korean Institute of Accountants. 
PAKISTAN 
The Pakistan Institute of Accountants. 
International Cost and Works Accountants 
Ltd. 
Pakistan Institute of Industrial Accountants. 
PHILIPPINES 
Philippine Institute of Accountants. 


SINGAPORE 
Australian Society of Accountants — Singa- 
pore Group. 


THAILAND 
The Association of Certified Accountants 
of Thailand. 
The Institute of Certified Accountants and 
Auditors of Thailand. 


CANADA 
Canadian Institute of Chartered Accountants. 
Society of Industrial and Cost Accountants 
of Canada. 


NEW ZEALAND 
New Zealand Society of Accountants. 
New Zealand Institute of Cost Accountants. 


US.A. 

American Institute of 
Accountants. 

American Accounting Association. 

National Association of Accountants. 


Certified Public 


Correspondence indicates that accounting 
Organisations in other countries also are likely 
to send delegates and contribute papers. 
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CONFERENCE OF OFFICIAL 
DELEGATES 


TN addition to the Convention, there 

will be a Conference of official dele- 
gates in Canberra from March 31 to 
April 2. 

This will provide means for round- 
table discussions on matters affecting 
the profession of accountancy — its 
organisation, ethical standards and edu- 
cational facilities. Background papers 
will be presented by official delegates of 
various accountancy organisations. As 
they will be printed and distributed in 
advance they will not be read in full and 
will serve only as a basis for discussion. 
The main value of the Conference will 
arise from a free exchange of information 
and experience — mutual help with the 
formation of accountancy organisations 
where there are none at present; of 
ethics and education. It will be held in 
the Academy of Science Building. 


The topics to be discussed at the 
Conference are:— 


(1) Functions, Organisation and Activities 
of Associations of Accountants. 


(2) Independence in Accounting Practice. 


(3) Education and Training of Accountants. 


Three official delegates will be recog- 
nised from each organisation or authority 
which agrees to participate in the Con- 
ference. If more than three delegates 
from any such body attend, those in 
excess of three will be recognised as 
observers only. The three official dele- 
gates for each session of the Conference 
may, however, be rotated if a delegation 
exceeds three. Any number of members 
of an organisation, of course, may attend 
the Convention in Melbourne. 
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Outline of Payroll Audits in 
Large Industrial Organisations * 


By Dr. E. J. HAJEK, A.A.S.A., A.C.LS. 
Lecturer in Accountancy, South Australian School of Mines and Industries. 


HE extent and complexity of pay- 

rolls in large industrial organisa- 
tions necessitates the use of auditing 
techniques not required in other types 
of audit and the careful preparation of 
a plan of audit procedures to ensure that 
no part of the payroll system is over- 
looked. 


The specific features to be considered 
when planning such payroll audit pro- 
cedure include the disposition of the 
plant, management structure, number of 
employees, diversity of awards and 
classifications, bonus systems and super- 
annuation schemes, different treatment 
of “staff” employees and the availability 
of costing systems. 


The internal audit, when in existence, 
should be amalgamated with the exter- 
nal audit to eliminate overlapping. This 
can be achieved by agreement between 
the external and internal auditor, the 
latter being sometimes required to fur- 
nish reports on the work performed. 


Purpose of Payroll Audit 


“An audit is fundamentally to deter- 
mine how to express an opinion on:— 
The fairness of the financial state- 
ments submitted. 
The company’s compliance with 
generally accepted accounting prin- 
ciples. 
The consistency of the application 
of those principles with that of the 
preceding period. 


“To form an opinion as to the fair- 
ness of the financial statements, gene- 
rally requires the auditor:— 





* This outline is based on Dr. E. J. Hajek’s 
treatise “Payroll Audit in Large Industrial 
Organisations.” 


560 


To examine a concern’s system of 
internal control, its accounting re- 
cords and its supporting data. 

To obtain all possible outside in- 
formation. 

To consider fully, all supplementary 
explanations of management and 
employees.” ! 

Applying those principles to payroll 
audit, the auditor should examine the 
organisation’s accounting system and in- 
ternal control, as far as they relate to 
payroll, and report any deficiencies, 
looseness, or loopholes for error so dis- 
covered. He should vouch the entries in 
payroll records with original media and 
check the arithmetical accuracy and cor- 
rectness of postings. Furthermore, he 
should use all additional information 
available, such as personnel and costing 
records and production reports. He 
should personally inspect, where applic- 
able, the pay-off procedures, plant layout 
and the time recording by the employees. 


During the audit, the auditor should, 
at all times, be guided by the following 
considerations: — 

Has the time recorded been actually 
worked by the employees con- 
cerned? 

Have correct rates of pay been 
applied? 

Are the computations accurate? 
Have the legal and contractual ob- 
ligations of the organisation been 
complied with? 

Is proper distinction made between 
capital and revenue expenditure? 
Is the compilation of payroll and 
handling of payroll funds so ar- 





1. J. K. Lasser: Handbook of Auditing 


Methods. 
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ranged that the interests of the 
organisation are 
guarded? 


properly safe- 


Internal Control 


Proper internal control is the best 
safeguard against errors, omissions and 
frauds and the auditor, in framing his 
audit programme, is to a considerable 
degree, influenced by the extent and 
efficiency of internal control. The better 
the internal control the less detailed will 
be the check necessary during the audit. 
The auditor should examine the system 
of internal control and report on any 
deficiencies. 


The internal control of payroll opera- 
tions can be divided into four distinct 
categories, viz., records and personnel, 
time-keeping, preparation of payroll and 
disbursement of wages. In evaluating the 
internal control the following points 
should receive attention:— 


(1) Division of duties. 

(2) Allocation of responsibilities. 

(3) Effectiveness of intermediate 
supervision. 

(4) Conformity of the actual system 
with the purported. 


The last point does not always re- 
ceive adequate consideration, yet in prac- 
tice quite often the internal control sys- 
tem looks foolproof on paper but in 
reality is non-existent. 


Auditing Procedures 


Test Checking—The extent and com- 
plexity of payroll entries in a large 
organisation renders a complete audit 
out of the question and test checking 
becomes the standard procedure. The 
volume of test checking cannot be deter- 
mined in advance, as it depends on the 
efficiency of internal control and the 
errors and omissions found, two un- 
known factors which will be determined 
during the audit. 


Vouching Time Worked — To be 
able to form an opinion of the correct- 
ness of time recording, the auditor will 
have to vouch all the time recorded from 
the original medium, invariably the clock- 
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card. Where another medium is avail- 
able, usually a time-sheet or a floor 
check, it is advisable to test check ap- 
proximately one-third of the entries with 
this supplementary record. This can be 
done best by selecting, at random, either 
several departments or several days and 
vouching the times recorded in these 
departments or on those days. Where 
statements of absentees are available, 
these should be used as an additional 
check to ensure that absentees are not 
marked as present. Where overtime is 
worked, the auditor should see that all 
overtime has been authorised in accord- 
ance with management’s instructions. 


Vouching Rates of Pay—In vouching 
rates of pay, two factors must be con- 
sidered, firstly, that the rates applied are 
appropriate to the classification of the 
employee, and secondly, that they cor- 
respond with the award. The classifica- 
tion of the employee should be printed 
on the payroll or clock-card and the rate 
applied should be one for the classifica- 
tion printed. A reference should be made 
to personal records to see that correct 
classification is printed (test check only). 
Respective industrial awards or wages 
books issued by the management should 
be studied to determine the overall cor- 
rectness of rates applied. Any changes 
in classifications or rates of pay should 
be properly authorised. 


One of the specific features of large 
industrial organisations is the frequency 
of changes in classifications within a pay 
period. Where this happens, special 
authorisations are seldom issued. Under 
such conditions, it is impossible to vouch 
individual entitlements but it is possible 
to vouch the correctness of rates applied 
in the whole department by reference to 
departmental staffing schedule, indicating 
that there should be, for example, five 
first-class and ten second-class machin- 
ists. 


Sick Pay and Annual Leave — These 
entitlements are frequently included in 
the ordinary payroll and so come under 
the auditor’s review. Even when they 
are not so included, they are still part of 
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payroll and should be audited. Their 
inclusion in the payroll is recommended, 
as this obviates double payment, e.g., 
for sick pay and annual leave or sick pay 
and ordinary wages. All payments with- 
in this category should be authorised by 
the responsible officer and should be 
computed in accordance with the ap- 
propriate award. It is important to 
check that all such payments are cor- 
rectly recorded on the sick pay and 
annual leave cards or personal history 
cards as the case may be. 


Bonuses—Separate bonus sheets are 
usually prepared by the bonus (or pro- 
duction, costing) department and in- 
cluded in the payroll. The auditor 
should not accept the bonus sheets at 
their face value, but should vouch their 
correctness. Test-checking of one- 
quarter to one-third of the entitlements 
should be sufficient. The auditor should 
first establish that the bonus plan as ap- 
proved by the management is correctly 
applied and then check the production 
sheets for the correctness of the basis of 
computation. 


Allowances — Industrial awards pre- 
scribe various allowances, such as dirt. 
height, danger and confined space money. 
The payment of these allowances is 
rather difficult to police. Each such 
entitlement should be authorised by the 
foreman, the usual method being by 
recording them on the time-sheets of the 
employees entitled to them. The auditor 
should also ascertain that money is paid 
at the rate prescribed by the award. 
Where such payments appear to be 
numerous, confirmation should be ob- 
tained from the departmental head. Shift 
work allowances vary according to the 
type of shifts worked (day or night 
shifts). Scrutiny of the recorded hours 
of work during the pay period reveals 
what type of shift allowance is applicable. 


Fixed Deductions—The auditor is not 
concerned with the amount of various 
contributions, such as to hospital and 
medical funds, saving schemes, etc., de- 
ducted from employees’ gross earnings. 
He must, however, satisfy himself that 
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the total amount of deductions is credited 
to the appropriate creditor’s account. 


Superannuation—The list of em- 
ployees entitled to contribute to super- 
annuation schemes, showing the weekly 
contributions or the rate of contribution, 
signed by the secretary or some other 
senior executive, should be obtained and 
checked with the payroll to establish that 
correct deductions have been made. 


Tax—Income tax deductions must be 
made as prescribed by the Commissioner 
of Taxation. A number of deductions, 
sufficient to form an opinion of the cor- 
rectness of calculations made, should be 
checked. 


Earning records for each employee 
must be kept and unless the payroll ac- 
counting is mechanised the auditor 
should test-check the postings of gross 
earnings and income tax deductions to 
these records. In any case, the auditor 
should see that the earnings records are 
kept. A test-check of a few payroll sheets 
against the earning records should be all 
that is required. Incidentally, these 
earning records are a _ useful supple- 
mentary check against the overstating of 
wages, as group certificates are prepared 
from these records and if wages were 
overstated and consequently greater de- 
ductions made, the employee, on receipt 
of his group certificate, would probably 
complain to the management. This sup- 
plementary check may be used where 
some payroll cheque manipulations are 
suspected. 


Advances—All advances paid during 
the pay period under review should be 
checked to establish that they were not 
in excess of wages earned up to the time 
of payment of the advance, and _ that 
they were deducted from the pay. Where 
the imprest system is in operation, veri- 
fication of the imprest fund should be 
made at the time of the audit to deter- 
mine that the amount of the fund can 
be accounted for in the form of cash on 
hand and receipts for advances paid. 
This audit of the imprest fund proves 
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that the fund is being correctly reim- 
bursed from payroll cash, and the ad- 
vances deducted from the pay. 


Checking of Arithmetical Accuracy— 
This involves the examination of the 
accuracy of multiplications, cross-com- 
putations, vertical additions, cross addi- 
tions and transfers of footings. Where 
payrolls are prepared manually, com- 
plete checking of all these operations is 
desirable. 


Checking of Disbursements — Where 
receipts (preferably in the form of signed 
pay-advice slips) are available, these 
should be checked against the payroll, 
comparing the name, signature and net 
amount of wages on the receipt with 
those on the payroll. Wages for which 
no receipts are available must be ac- 
counted for as unclaimed wages. Test 
check of cash analysis should be made 
(a few pages or departments are quite 
sufficient) and the totals as per cash 
analysis compared with the total of net 
wages as per payroll. Cash analysis is 
frequently prepared on payroll sheets 
and this is good additional proof of the 
accuracy of additions. 


The auditor should be present at at 
least one pay-off during the year, mainly 
to satisfy himself that the principles of 
internal control are adhered to, as the 
identification of employees is out of the 
question because of large numbers. Im- 
mediately after the termination of the 
pay-off, he should make a list of all un- 
claimed wages and the employees whose 
wages have not been claimed should be 
verified. 


Verification of Employees—As a pre- 
caution against the “padding” of the pay- 
roll, the verification of employees should 
be carried out. This can be done in 
conjunction with unclaimed wages, as it 
is most likely that any fictitious em- 
ployees will be discovered in that way. 
Verification can be done by reference to 
personal history cards and engagement 
(starting) slips and, in case of doubt, by 
personal check of cases of suspected 
fictitious employees. Additional check 
would be the comparison of the number 
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of employees in each department, as 
shown on the payroll, with the staffing 
schedules for that department. 


Accounting Entries — Where payroll 
summaries are prepared, the totals should 
be checked against the payroll journal 
(sheets). Gross wages as per payroll 
summary are debited to wages (or ac- 
crued payroll) account and deductions 
credited to respective creditors. The 
respective journal and ledger entries 
must be checked. The payroll check as 
shown in the cash payments journal must 
be checked against the net wages as per 
payroll summary. 


Where costing records are available, 
the auditor should compare them with 
the payroll as additional proof of cor- 
rectness. The auditor must satisfy him- 
self that proper distinction is made be- 
tween capital and revenue expenditure. 
He should enquire from the accountant 
whether wages are allocated on such 
basis and how the method of allocation 
is determined. The next step would be 
to check that this allocation is actually 
carried out. 


When auditing the item, wages, in the 
financial statements, the amount shown 
is checked against the wages (accrued 
payroll) account in the general ledger 
and as the pay-periods rarely coincide 
with the financial period, provision for 
accrued wages should be made. If no 
estimates of accrued wages are available, 
the amount of provision can be deter- 
mined by prorating the average payroll. 


The auditor should also scan the 
various deductions accounts to see that 
income tax and other deductions are 
paid to the respective creditors. Un- 
claimed wages, credited to a liability ac- 
count of this name, should be, within 
the prescribed period, paid to the Federal 
Treasurer in accordance with the respec- 
tive Acts. 


Other Considerations — The employ- 
ment of casual workers on outside jobs 
presents a difficult auditing problem. 
All the auditor can possibly do is to 
satisfy himself by enquiry from the de- 
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partmental head (or works manager) 
that the foreman in charge had been 
given authority to engage casuals and 
that the number engaged was not exces- 
sive for the work performed. 


Under no circumstances should wages 
be paid through any other media than 
payroll journal and advances journal (or 
imprest). When wages are paid also 
through general or petty cash, there is 
always the possibility of the duplication 
of payments. 


When the auditor checks the clock- 
cards, he should always cancel them, as 
one rather primitive payroll fraud is 
committed by putting a _ clock-card 
through twice. 


Where the personnel department keeps 
a list of employee additions and dis- 
missals, the list should be checked against 
the payroll to determine that payment 
of wages started or ceased on the proper 
date and that the new employees are 
paid the rates applicable to the classi- 
fication under which they have been en- 
gaged. 


Long-service leave payments are now 
compulsory in all Australian States (ex- 
cept the Northern Territory) and the 
audit of these payments should consti- 
tute a part of payroll audit. The auditor 
should vouch the correctness of entitle- 
ment and the amount paid. To do that, 
it is necessary to determine first whether 
Commonwealth or State legislation ap- 
plies, and then to examine the approp- 
riate legislation to ascertain the correct- 
ness of its application. When any em- 
ployee receives long-service leave pay- 
ment, the payroll should be examined to 
ensure that he does not receive ordinary 
wages as well. This duplication of pay- 
ments could particularly occur with 
salaried staff. 


The auditor should insist that the 
payroll sheets, bonus sheets, sick pay, 
annual and long-service leave summaries 
are initialled by all clerks and operators 
performing any work on them. 


Salaries — Because of their special 
characteristics, namely confidential 
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character, the large amounts involved, 
steady nature, and different pay periods, 
salaries should be audited separately 
from ordinary wages. 

Audit is recommended of all salaries 
paid in a financial year and special atten- 
tion should be given to bonuses and 


various other emoluments as large 
amounts are usually involved. 


Mechanised Accounting — The ac- 
counting for payroll is mechanised to a 
certain degree in all large industrial 
organisations and the extent and type of 
mechanisation will have considerable im- 
pact on the work of the auditor. 


The implications of mechanised ac- 
counting on payroll audit can be summed 
up as follows: The computations, addi- 
tions, transcriptions and sometimes multi- 
plications are performed mechanically 
and as the machines themselves contain 
various proofs and safeguards against 
errors, their accuracy may be taken for 
granted. The volume of the checking of 
the accuracy of arithmetical computa- 
tions and transcriptions is thus greatly 
reduced, although not entirely eliminated 
and the auditor can concentrate more on 
vouching the correctness of information 
contained in original (basic) documents. 


Incidence of Audit 


No rules can be set down or recom- 
mendations made, as to how many pay 
periods in a year should be audited or 
in which order the component steps of 
the audit procedures should be taken, 
as these matters depend largely on the 
judgment of the auditor after consider- 
ing the set of circumstances of each indi- 
vidual audit. Nevertheless, the possible 
courses of action can be indicated and 
the advantages and disadvantages of 
different alternatives discussed. 


As far as the frequency of payroll 
audit is concerned, if no serious short- 
comings are discovered during the audit, 
the review of two pay periods in any 
year should be sufficient to form a0 
opinion. It is assumed that the pay 
periods are fortnightly. If the pay- 
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roll is prepared weekly, then at least 
three periods should be reviewed. The 
periods selected should be fairly repre- 
sentative and the time elapsing between 
the audits should vary from four to 
eight months. The auditor should avoid 
performing his audit at regular times, as 
the element of surprise is thus eliminated. 
On the other hand if audits are per- 
formed at unduly lengthy intervals the 
wages staff tends to become lax and the 
continuity of audits is lost. The auditor 
should try to eliminate the “safe” periods, 
following the completion of the audit, by 
making surprise visits for the purpose of 
performing some part of the audit. For 
this purpose a visit on the day of a pay- 
off or an audit of times or rates in one 
department is quite sufficient. 


The question sometimes arises, 
whether the auditor should undertake a 
complete audit of one pay period or 
part audits of several periods. The first 
alternative has the advantage of compact- 
ness and completeness and the correct- 
ness or incorrectness of records for one 
complete pay period is proved. The 
second method has the advantage of 
greater spread, but also the danger of 
leaving loose ends, i.e., phases of pay- 
roll not subject to audit at all. The 
auditor also is not able to form a com- 
plete picture of payroll operations. In 
the opinion of the writer, the complete 
audit of one pay period, supplemented 
by few part audits during “safe” periods, 
is the preferable method. 


In selecting the pay period for review, 
the auditor should select one, three or 
four periods back at the time of audit, 
as then all the unclaimed wages should 
have either been distributed or banked, 
all receipts collected and filed and less 
interruptions in the work of the payroll 
staff are caused. As far as the sequence 
of audit procedures is concerned, the 
best method is to follow the logical build- 
ing up of the payroll, the order being 
indicated under the heading, Audit Pro- 
cedures. It is possible to carry on seve- 
tal checks contemporaneously, particu- 
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larly where these concern separate 
records, such as bonuses, sick pay, per- 
sonnel records, etc. Actually, the 
sequence is of no great importance, as 
long as care is taken not to overlook 
any phase of the audit. 


The auditor cannot supervise the dis- 
bursement of wages for the period under 
review; the disbursement has already oc- 
curred, but should be present at a dis- 
bursement, either during the time of the 
audit or at some unannounced later 
stage. 


The first audit shall be, of necessity, 
the most extensive and comprehensive. 
The auditor should make a thorough 
survey of the accounting system, internal 
control and the organisation of payroll 
operations. He will be on unknown 
ground, feeling his way and for this 
reason the extent of his test-checking 
should be more comprehensive. At sub- 
sequent audits it will be sufficient to find 
out if any changes in accounting sys- 
tems or internal control have taken place 
and to verify, by random checks, the 
working of internal control. From pre- 
vious audits, the auditor will know where 
the weaknesses of the system lie and 
will concentrate more on those phases of 
payroll operations. The audit should 
never become fixed and mechanical, the 
auditor should be continually adjusting 
his programme according to the findings 
in previous audits. 


Final Remarks 


It was not possible, within the scope 
of this article, to deal fully with the com- 
plete problem of payroll audit in large 
industrial organisations. No claim is 
therefore made as to the completeness of 
the problems and techniques dealt with, 
nor does the article purport to lay down 
any standard auditing procedures. It 
merely describes some of the problems 
which the auditor may have to face 
when auditing payrolls in large industrial 
organisations and the techniques he may 
use in the course of such audit. 
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Financial Results 


HE first company to publish an 

advance statement of its results for 
the financial year ending on 30 June, 
1959, apparently did so on 2 July’. 
That event, together with the fact that 
similar preliminary announcements are 
still being made prompted the preparation 
of this postscript to “Electronics Help 


”2 


Speed the Nation’s Business” *. 


For forty years the Treasurer has 
presented, shortly after the close of the 
year, a preliminary statement of the 
Commonwealth’s financial transactions. 
These were approximate figures prepared 
and published within a matter of days, 
but some weeks before the Treasury 
books at 30 June were balanced *. The 
complete statement of Receipts and Ex- 
penditure was usually not available for 
some months; e.g. that for the years 
1922-23 was published on 3 January, 
1924. 


The financial transactions of the Com- 
monwealth in 1958-59 were of the order 
of £5,000 million and they were analysed 
and recorded under some 4,000 different 
headings. The purpose of this note is 
to record the timetable that was observed 
in reporting the year’s transactions. 

On this occasion the preliminary 
announcement, contained in a brief eight- 
page printed statement, was issued to 
the press on 7 July, 1959*. The com- 
plete statement of the transactions for the 
year was presented to the Parliament on 
12 August in a document of seventy-five 
printed pages. An additional analysis 





1. Sydney Morning Herald, 2 July, 1959. 

2. Issued by the Treasurer and available 
on request from the Commonwealth 
Treasury. 


Budget Speech 1922-1923. 

4. Corresponding with the date on which 
the first such statement was _ issued, 
namely, 7 July, 1919. 








Disclosure and Publication of 


By C. L. HEWITT, B.coM., 4.a.s.a 


was published on the preceding day in 
Statistical form in the Estimates of 
Receipts and Expenditure for 1959-60. 


Apart from the earlier availability of 
the complete and audited statement, 
there is a significant difference in the 
production of the preliminary statement 
despite the identity of date of 7 July. 
Separate and duplicated records are no 
longer prepared to provide the prelimi- 
nary statement. It was compiled this 
year from the same accounting records 
that were used in preparing the complete 
statement. 


Whilst these public financial statements 
differ in form from those of manufac- 
turing and other commercial enterprises, 
fundamentally they represent the result 
of the same process of bringing together 
receipts and payments throughout the 
year. The means that were used on this 
first occasion of the close of a financial 
year had been applied in the Treasury 
for monthly accounting over more than 
a year and are described in_ the 
Treasurer’s publication “Electronics Help 
Speed the Nation’s Business”. 


Each Sub-Treasury throughout the 
Commonwealth reported its balances by 
teletype, the tape being converted into 
punched cards as it emerged in Canberra 
from the reperforator. These cards, 
during their digestion through the com- 
puter, simultaneously completed several 
different processes. There were auto- 
matic checks with control ledger figures 
that had been accumulated throughout 
the year; shillings and pence were elimi- 
nated and the amounts rounded off to 
the next higher pound and, simultane- 
ously, the figures required for an 
additional sixty-three page statement 
(representing the difference between the 
Parliamentary Appropriation for each 
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item and the total expenditure) were 
printed.® 


This timetable of the publication of 
last year’s transactions is one manifest- 
ation of the use for accounting of the 
teletype network around Australia and 
the conversion of its perforated paper 





5. Statement of “Expenditure from Advance 
to the Treasurer” tabled in Parliament 
on 12 August, 1959. 





tape language for processing through a 
computer. But those means _ served 
another equally important end in com- 
bining into one process what had been 
a series of separate and _ laborious 
accounting and statistical processes; and 
that swept into the discard those special 
returns and records which are always 
instituted when some information is 
required before the basic records are 
complete. 





Recent Legal Decisions 


Discussed by L. C. VOUMARD, B.A., LL.B 


Reliance on Seller’s Skill or Judgment. 


Section 19(1) of the (Sale of) 
Goods Act 1923-1953 (N.S.W.), a 
provision which also appears in the 
Sale of Goods Acts of the other 
States, deals with reliance on the 
seller's skill or judgment. 


The Act reads: “Where the buyer (of 
goods) expressly or by implication 
makes known to the seller the particular 
purpose for which the goods are required, 
so as to show that the buyer relies on the 
seller’s skill or judgment and the goods 
are of a description which it is in the 
course of the seller’s business to supply 

. there is an implied condition that 
the goods shall be reasonably fit for that 
purpose . . This provision was con- 
sidered by the High Court of Australia 
recently in the case of Dependable 
Motors Pty. Ltd. v. Ashford Shire 
Council (1959) A.LJ.R. 64 in the 
following circumstances. A tractor had 
been bought by the Ashford Shire 
Council from Dependable Motors Pty. 
Ltd., for use in road work. It subse- 
quently proved quite unsuitable for that 
purpose, and the buyer instituted pro- 
ceedings to recover damages for breach 
of the implied condition set out above. 
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The circumstances of the sale, on which 
a great deal turned, were rather peculiar. 


Learning that the seller had at its 
premises in Sydney one or two tractors 
of Italian manufacture which might be 
suitable for its purpose, the buyer shire, 
through its shire clerk, telephoned one 
B and asked him to go to the seller’s 
premises in Sydney, ask for one C, 
inspect the tractor and see if it was 
suitable for the work required. B at 
that time was not an employee of the 
shire council; he had been appointed its 
engineer, but was not due to take up his 
appointment for another three weeks or 
so, as his service with another munici- 
pality had not come to an end. He 
was, however, attending a conference in 
Sydney, so it was quite convenient for 
him to go and inspect the tractor as 
requested. This he did, and subsequently 
reported to the shire clerk that he had 
inspected the tractor, that it seemed to 
him to have plenty of horse-power and 
to be big enough for the work required. 
The shire clerk reported this to the 
councillors, and was instructed to pur- 
chase the tractor. He accordingly sent 


an order to the seller, couched in terms 
which indicated that the tractor was being 
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ordered for road work. The tractor was 
supplied, together with an invoice which 
showed that the subject of the sale was a 
tractor equipped for road work. 


As it turned out, the tractor was 
unsuitable for this purpose, and the 
buyer sued for damages, claiming that 
the sale was subject to the implied con- 
dition set out in Section 19(1), and that 
this condition had been broken. 


In the court of first instance, judg- 
ment was given for the seller. The 
section requires that the buyer shall 
expressly or by implication make known 
to the seller the particular purpose for 
which the goods are required, in such a 
way as to show that the buyer is relying 
on the seller’s skill or judgment. But, it 
was said, that requirement was not 
satisfied, because although the purpose 
for which the machine was required was 
made known to the seller, it was not 
made known so as to show that the 
buyer — the shire council — relied on 
the seller’s skill and judgment. Nor, 


perhaps, was it the shire council which 
made known the particular purpose to 
the seller. 


On appeal, the Full Court of the New 
South Wales Supreme Court, by a 
majority, reversed this decision, and gave 
judgment for the buyer. But the seller 
then appealed to the High Court, which, 
by a majority of three to two, restored 
the judgment of the trial judge in favour 
of the seller. 


The majority largely adopted the view 
of the trial judge. B, when he inspected 
the tractor, was not employed by the 
buyer, nor was he its agent. When 
inspecting the tractor, and discussing the 
matter with C, who was the managing 
director of the seller company, B may 
have relied on C’s skill or judgment, but 
whatever reliance he placed on it was 
his own reliance, for the purpose of 
making his report to the prospective 
buyer. The section, however, requires 
that there be an actual reliance by the 
buyer on the seller’s skill or judgment, 
such reliance to operate as the material 
inducement to the contract. The buyer 
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did not rely on the seller’s skill or 
judgment in this sense; it relied on B’s 
report, and this did not bring the section 
into play. 


The minority view was that it was 
altogether too artificial to say that B, 
when he discussed the matter with C, 
was not acting on behalf of the buyer. 
He had no authority to conclude a 
contract, but for the purpose of ascertain- 
ing the suitability of the machine for the 
buyer’s purposes, he sufficiently repre- 
sented the buyer. No difficulty, there- 
fore, arose in saying that the reliance he 
placed on the seller’s skill or judgment 
was a sufficient reliance by the buyer to 
bring the matter within Section 19(1). 
However, the majority view prevailed, 
and the buyer’s action, therefore, failed. 


Company as a “Respectable and 
Responsible Assignee”. 


In 1910, in Willmott v. London 
Road Car Co. Ltd. (1910) 2 Ch. 
$25 the Court of Appeal had to 
decide whether a company incorpo- 
rated under the Companies Acts 
could be a “respectable or respon- 
sible person” within the meaning of 
a lease which contained a covenant 
against assigning the lease without 
the landlord’s consent except to a 
“respectable or responsible person.” 


It was there held that the word 
“person” in the covenant included a 
corporation, and that a registered com- 
pany was capable of being a “respectable 
or responsible person” within the mean- 
ing of the covenant. 


A similar problem was posed recently 
in In re Greater London Properties 
Ltd.’s Lease: Taylor Bros. (Grocers) 
Ltd. v. Covent Garden Properties Co. 
Ltd. (1959) 1 All E.R. 728, decided by 
Danckwerts, J. 


CG Ltd. was the landlord of shop 
premises leased to T Ltd. under a long 
lease, which had some fourteen years 
still to run at the date of the action. T 
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Ltd. proposed to assign the lease to CB 
Ltd., but was faced with the difficulty 
that the lease contained a covenant 
against assigning without the lessor’s 
consent. However, that consent was not 
to be unreasonably withheld “in the case 
of an assignment to a respectable and 
responsible assignee” with approved refe- 
rences. 


Practically all the issued capital of the 
proposed assignee was held by the wholly 
owned subsidiary of a large bakery com- 
pany, and this parent company had three 
of its own directors on the board of the 
proposed assignee. The balance sheet 
of the proposed assignee showed liabilities 
of over £250,000, most of which repre- 
sented a loan from the parent company 
to enable the borrower company to 
finance the purchase of fixed assets. The 
policy of the group was to finance 
expansion of this character from the 
group’s own resources, rather than from 
outside sources. The subsidiary com- 
pany was operating successfully, and 


earning considerable profits, all of which 


were paid out as dividends. If it had been 
called upon suddenly to repay its debt 
to its parent company it might well have 
found itself in an awkward position, but 
that it should be called upon to do so 
was unlikely in the extreme. 


When the question of an assignment 
of the lease arose, the lessor company 
said it would consent to the assignment 
if the parent company guaranteed pay- 
ment of the rent and the due performance 
of the covenants of the lease. To this, 
the proposed assignee objected. It had 
furnished satisfactory references, and felt 
that it would perhaps create an undesir- 
able precedent if it agreed to the 
condition proposed by the landlord; that 
to accede to it might well encourage 
landlords to require parent companies of 
lessee-subsidiaries to act as guarantors. 
Consequently, a declaration was sought 
that the proposed assignee was a respect- 
able and responsible person, so that the 
lessor company was not entitled to with- 
hold its consent to the proposed 
assignment. 
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The court granted the declaration. As 
a practical matter, based on the known 
facts, the proposed assignee was both 
respectable and responsible, and was also 
in a position to discharge its obligations 
under the lease. True, it could be placed 
in a difficult position if its parent com- 
pany were unexpectedly to call in its 
loan, but this was an unlikely event. 
Nor could it be said that its financial 
policy was reckless just because it paid 
out all its distributable profits as dividend 
to its parent company as its only share- 
holder. And the fact that it was one of 
several companies included in a large, 
influential and wealthy group of com- 
panies did nothing to destroy its 
responsible and respectable character, 
either. 


Proof of Unenforceable Claim. 


The Victorian case of Re 
Chemical Plastics (in liquidation) 
(1959) V.R. 570 was concerned 
with the admissibility or otherwise 
of claims which, though valid, were 
unenforceable. 


The company was being wound up 
compulsorily by the _ court. Two 
creditors submitted proofs of debt for 
substantial sums of money which they 
had loaned to the company. However, 
the loans had been made in circumstances 
which made the Moneylenders Act 
applicable, but the transactions did not 
comply with some of the formal require- 
ments prescribed by that Act, and the 
result of that non-compliance was that 
the contracts of loan were unenforceable. 
Their validity, however, was not affected; 
they were merely unenforceable in 
the same sense as_ certain other 
contracts are unenforceable under 
the Statute of Frauds unless evidenced 
in writing. That is, if the defendant, 
when sued, takes the point that the 
statute has not been complied with, the 
transactions cannot be enforced against 
him. 


two debts, therefore, were 
But the liquidator was 


These 
unenforceable. 
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uncertain whether he could properly 
plead non-compliance with the Money- 
lenders Act as a ground for rejecting the 
proofs. The basis of his doubts was a 
principle first enunciated many years 
ago, to the effect that a trustee in bank- 
ruptcy (and the liquidator, in a winding 
up by the court) who is an officer of the 
court, ought not to be allowed to do 
anything which it would be dishonour- 
able or unconscionable for an ordinary 
person to do. In the present case, Pape, 
J., described the cases in which this 
proposition had been applied as resting 
on this basis, namely, that the court is 
astute to see that in every case a person 
clothed with the official authority of the 
court, and acting as an officer of the 
court, exercises his powers and carries 
out his functions in accordance with the 
justice of the case. He will not be 
allowed in the name of the court to 
behave dishonestly, although his actions 
might be legally justifiable. 


His Honour held, however, that this 
principle was not to be applied to the 
case before him. The reason for this 
was based largely on Section 203(1) of 
the Companies Act 1938 (Vic.) (now 
re-enacted in Section 184(1) of the 
1958 Act). That section lays down the 
liquidator’s duty in the case of a com- 
pulsory winding up by the court, and the 
liquidator has no discretion to depart 
from it. After settling the list of contri- 
butories, the section enacts, the court 
shall cause the assets of the company to 
be collected and applied in discharge of 
its liabilities. And “liabilities” in this 
provision means enforceable liabilities; 
not those which are unenforceable by 
legal action. In the result, therefore, it 
was held, that the burden was on the 
creditors concerned to show that the 
formal requirements of the Moneylenders 
Act had been complied with; in the 
absence of such proof, it was the duty 
of the liquidator to reject their proofs. 





EXPORT PAYMENTS INSURANCE 


N attractive booklet issued by the 
Export Payments Insurance Cor- 
poration provides valuable information 
for the exporter and those contemplating 
entering this field. This Corporation was 
established by Act of Parliament in 1956 
with the object of encouraging trade with 
overseas countries by affording protection 
against certain types of risks which cannot 
normally be insured against with com- 
mercial insurers. 


It is a non-profit organisation and the 
premiums paid by exporters effectively 
spread the risks of loss from import 
restrictions, exchange transfer difficulties 
and other changing circumstances abroad 
that cannot be foreseen by the trader and 
are not susceptible to Australian control. 
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The Corporation provides various 
types of guarantees in respect to goods 
sold both on short terms, i.e. generally 
not exceeding 180 days’ credit, and on 
medium terms, generally not exceeding 
five years. 


The booklet lists seven main types of 
risk against which it insures and outlines 
the procedure to be adopted by the 
exporter. It also indicates valuable 
additional benefits which the exporter 
obtains, not the least of which is that its 
guarantee is a valuable assistance to the 
exporter in obtaining the finance he may 
require. The advantages open to Aus- 
tralian traders as a result of the Corpo- 
ration’s operations are evident and the 
present booklet sets out for their 
guidance full details of the procedures 
involved. 
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Some Economic Aspects of Automation 


By Associate Professor C. C. RENWICK, M.Ec. 
Head of Department of Commerce, Newcastle University College. 


This is the first of two papers delivered under the general heading, 
“The Impact of Automation on Accounting and the Economy” at the 
conference of the Newcastle Branch of the Australian Society of 
Accountants on 6 March, 1959. The second paper, by W. H. Jones, 
will appear in the November issue. 


T is convenient at times to adopt the 
well tried form of a theme with varia- 
tions—“one of the earliest means 
adopted for producing an extended 
composition”’—and this is done here. 
The rather comforting return to the 
main theme at the end (with a suitable 
application of brass and drums) is a 
particularly attractive feature of this 
approach. There are usually many 
rough, not to say confusing, episodes 
sandwiched into the back stretch but 
knowing that we must get around to 
the theme again we can usually put up 
with these and feel a glow of pleasure 
(for mixed reasons, no doubt) as the 
end recognisably draws into sight. 


THEME 


There are three parts, each developing, 
by stages, the basic idea; they are, in 
sequence, the opening sentences of each 
of the first three chapters of A. Smith’s 
Wealth of Nations (1776). 

(i) “The greatest improvement in the 
productive powers of labour, and the 
greater part of the skill, dexterity, and 
judgment with which it is any where 
directed, or applied, seem to have been 
the effects of the division of labour.” ' 

(ii) “This division of labour, from 
which so many advantages are derived, 
is not originally the effect of any human 
wisdom, which foresees and intends that 
general opulence to which it gives occa- 
sion. It is the necessary, though very 
slow and gradual, consequence of a 
certain propensity in human nature which 





(1) A. Smith: An Enquiry into the Nature 
and Causes of the Wealth of Nations, 
(1776) Ed. E. Cannan, London, 1904. 
Vol. I, p. 5. 
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has in view no such extensive utility; 
the propensity to truck, barter and 
exchange one thing for another.” ? 

(iii) “As it is the power of exchang- 
ing that gives occasion to the division 
of labour, so the extent of this division 
must always be limited by the extent of 
that power, or, in other words, by the 
extent of the market.” ® 

In short, division of labour depends 
upon the growth of the market; upon the 
expansion of the two depends the 
wealth or opulence of an_ industrial 
nation. 


I. 


Automation, as a term, was coined 
by Harder and Diebold, production 
experts of the Ford Motor Corporation. 
It is significant that the idea grew up 
in the mass-production atmosphere of 
Detroit, U.S.A. But it is also significant 
that Harder has said: “The idea that 
only the very large, mass-producing 
industry could successfully use it, has 
been disproved again and again 
Automation is more than transferring 
material from machine to machine, it 
is a new concept of manufacture . . 
Instead of smaller plants going out of 
business, they will use more automa- 
tion.” * 

In terms of our examination via divi- 
sion of labour and growth of the market 
it is evident that the effect of automa- 
tion on types and numbers of man- 
power employed in relation to capital 





(2) op. cit., p. 15. 
(3) op. cit., p. 19. 


(4) Quoted by S. Moos in “The Scope of 
Automation”. Economic Journal, Vol. 
LXVII, March, 1957, p. 28. 
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investment in machines, and output avail- 
able for sales (and sales which can be 
made) will be critical factors determin- 
ing for a firm of any size just how far 
it is profitable to push automation. 
Competition by (or merger with) other 
automated firms will be vital in taking 
such decisions. I mention this question 
of size, in relation to automation, right at 
the beginning, to remove any illusion 
that it is necessarily all a matter of big 
business, American style. 


Il. 


What is automation? Is it just the 
more extensive and intensive use of 
machines, a phenomenon familiar in 
industrial society for centuries? The 
answer appears to be no. A _ recent 
cartoon in the New Yorker puts the 
idea very clearly. A large computer is 
at work, grinding out massive circula- 
tions. At a keyboard, not unlike that 
of a mammoth church organ, an opera- 
tor sits, pressing knobs. Another opera- 
tor at his side is saying: “Is it quite fair 
to ask it to design a machine which 
will put it out of work?” 

R. H. Macmillan explains matters by 
analysing natural processes in terms of 
what used to be called in a rough and 
ready way, action and reaction. “The 
heart beats at a constant rate for the 
same sort of reason as the clock ticks; 
they are both feedback mechanisms.” ® 
Such mechanisms are studied in a 
new discipline, cybernetics. All physio- 
logical reactions can be studied as feed- 
back (i.e., automatically compensating) 
mechanisms and the human body re- 
duced to a set of interacting closed cir- 
cuit flows. 

Social and economic systems may be 
similarly analysed. Keynes suggested 
two main feedback loops as basic to an 
economic system. To prevent instability 
through the inter-action of the loops, 
control of their common meeting point, 
the general level of economic activity, 
is indicated. 





(S) R. H. Macmillan: “The Scientific Basis 
(of Automation)”. Automation in Theory 
and Practice, Oxford. 1956. p. 26. 
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But for the present purposes the 
critical observation is that “the function- 
ing of the brain may be similar to that 
of some computors—certainly it has a 
capacity for the storage and processing 
of the information fed to it. These are 
commonly called the ability to remember 
and to think.” ® 

The robot, then, is a substitute for 
part of the human being, stripped of com- 
plicating factors like emotions and 
character. Harnessed to the productive 
process the physical capacity of such 
machines would appear to be great 
although their pattern of output may in 
the long run surprise their more con- 
fused, less direct, human masters. 

Before leaving this variation, we may 
establish its relation to the main theme 
in the following way. The automated 
process may take over parts of human 
activity in the productive process, not 
to mass produce in the orthodox sense 
but to produce in forms not conceived 
at the time of establishing the process. 
The relevance of this to markets is at 
once apparent. If we are going to con- 
tinue to “truck, barter and exchange” 
then we may expect such processes to be 
considerably streamlined for us. The 
streamlining itself will produce feed- 
back in the whole system. The ultimate 
economic-science-fiction picture is one 
akin to Disney’s version of the exploits 
of the sorcerer’s apprentice. A fantasy 
of a world of ravaging monopolies may 
be thrown in for good measure. 


III. 


We have now established two proposi- 
tions. 

(1) Automation is a process of reduc- 
ing human and social decisions to cer- 
tain essentials: this done, an electrical 
cum mechanical set-up can be devised 
which, starting from a first reaction, will 
set off a chain of physical development 
not precisely predictable in terms of 
ultimate results. 

(2) Automation is not necessarily a 
question of unit size: its spread, how- 
ever, in an economic system as a whole, 





(6) op. cit., p. 27 
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is likely to be rapid because of the inter- 
dependence of markets. 


The introduction of such processes is 
essentially dependent on the capital struc- 
ture of the economy and may be analysed 
by means of a diagram (Fig. 1). 

With a given labour force, OL, the 
choice for the firm (or collectivity) of 
productive methods is shown by A, B, 
C and D. If the capital available is OC, 
then method B is the appropriate one; 
if capital funds increase to OC’ a shift 
to technique C is indicated. By assump- 
tion, the shift to C gives greater pro- 
ductivity without any increase in the 
labour force. 


What happens next is very interesting. 
“When the Ford Motor Company began 
applying Detroit automation, it primarily 
took the form of a larger quantity of 
capital applied with the existing labour 
to turn out larger amounts of work. 
Despite the saving in machine tool invest- 











FIG. 2 
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ment made possible by increasing utilisa- 
tion from 65% to 80%, there was an 
overall increase in capital requirements 
of about 25% in the Cleveland engine 
plant where the technique was applied. 
There was a decrease of 22% in the 
direct labour force required to operate 
machinery, but this was more than 
50% offset by the rise in maintenance 
personnel required with the new arrange- 
ment. Total man hours used in the 
company for civilian production rose, 
partly because of a rise in output, partly 
because more man hours were used 
per automobile to turn out a more com- 
plicated product The techniques 
applied by such auto firms as Ford 
were not economic when tried in 1927, 
but have now become economic, for the 
firm, because of the rise in wage costs. 
This rise was, however, caused not only 
by growth in the quantity of capital in 
the economy relative to the work force. 
Technological changes in _ industries 
other than the automobile have also 
contributed to increases in the marginal 


” 7 


productivity of labour.” * 


IV. 


How does a firm decide on a shift 
from one method of production to 
another involving more automation? The 





(7) Y. Brozen: “The Economics of Auto- 
mation”, American Economic Review, 
Vol. XLVII, May, 1957. pp. 340-1. The 
diagrams in the text are adaptations of 
those used by Professor Brozen. 



















following diagram (Fig. 2) illustrates how 
the decision is reached: 

LC is a budget line: it shows the 
combinations of capital and labour which 
may be secured in the given time period 
with funds available. The line Qa Qb 
Qc Qd represents equal quantities of 
production from each of the different 
techniques. LC cuts B in Qb. Accord- 
ingly, with this budget, method B will be 
chosen, since it yields maximum produc- 
tion under the defined conditions. 

Suppose now that labour costs rise 
in such a way that the firm resorts to 
the use of more capital. The new ratio 
of wages rates to capital costs is shown 
by L’C’ (Fig. 3). 

A new iso-quant line Qa’ Qb’ Qc’ 
Qd' is now reached farther out to the 
right (greater production) and technique 
C will be employed. The objective of 
the firm is to achieve maximum advant- 
ages from automation. This it does by 
operating in the way shown above. 


V. 


The points mentioned so far are these: 

(a) Automation is not essentially a 
problem of the size of the indus- 
trial firm. 

(b) The meaning of automation and 
its applications. 

(c) Why the industrial firm 
duces automation. 

(d) How the firm secures advantages 
in combining labour and capital 
from automation. 

Coming now to a particular firm, we 
will consider a micro-problem—what 
might be called office automation. The 
electronic computer is the obvious in- 
stance of what is being done here. The 
gains for the office are many. We may 
list a few. 

(a) Rapid delivery of calculations 

based on a given programme. 

(b) Control of stock, dissection of 
costs and the like. 

(c) Cross co-ordination of data to 
yield new results not previously 
available for study or not pre- 
viously understood to be signific- 
ant. (This last one is the real 
automative function). 


intro- 


The type of machine is obviously re- 
lated to the size and scope of the firm. 
But it is evident that at the most 
humble level cross influences through 
interlocked markets will bring on the 
need for automation. A comforting 
thought from Lord Halsbury may be 
quoted: “My prognosis for the future of 
accountancy is . . . that a generation 
hence we shall employ at least as many 
accountants as we do today but that 
the standard of education demanded of 
them will be higher.”* What worries 
me about this seemingly soporific state- 
ment is that I do not believe that stand- 
ards of education become higher or 
lower (if they do, why do we still study 
Greek philosophy?) but that they become 
different, and what he means really is 
that machines will dictate forms and 
procedures to which accountants will 
have to conform. This is not a matter 
of education but of discipline (e.g., of 
mastering extremely complicated mathe- 
matics). The prognosis is not as rosy 
if this view is taken. 


VI. 


It is time to come out of the back 
stretch and to prepare the way for a 
return to the main theme. 

Our explorations have shown us that 
automation applications are basically re- 
lated to 

(a) the supply of labour 

(b) the supply of capital 

both of which are related to the firm 

and 

(c) the state of the market. 

Economic systems with large popula- 
tions, and plenty of capital, accumulated 
historically or on hand as current funds, 
have great and diverse markets. The 
U.S.A. is the supreme example in the 
modern world. Automation means, in 
such circumstances, more, not less, work 
for the labour force provided that new 
skills can be acquired and consumption 
can be pushed forward at a steady or 
increasing rate. A large-scale failure of 





(8) Earl of Halsbury: Introduction to (5) 
above. 
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consumption for any reason must be 
disastrous for any economic system, no 
matter how simple or how complex. The 
old problems, newly aired in Keynesian 
theory and post-Keynesian growth models 
therefore do not disappear. Rather, they 
loom larger than before. 

For economies with small populations 
like Australia the availability of capital 
is vital. The economy itself cannot gener- 
ate enough: the threat of inflation is 
constant without some control ove 
expansion. Automation will help to 
expand output. But what of consump- 
tion? Rising home standards, more 
exports and careful choices in the use 
of capital funds are all indicated as highly 
desirable developments. 


Re-statement of Theme and Conclusion 


We are now ready to bring back the 
main theme, and to press it really hard 
for maximum emphasis. Smith wrote 
at the dawn of the industrial world. The 
dawn is now a long way behind us: 
indeed, the Russians have long hoped 
that twilight is fast spreading over indus- 
trialism as it has been organised for 
several centuries past. 

Whatever may be the merits or de- 
merits of such ideological reasoning, the 
fact remains that given any sort of 
industrial organisation of production for 


sources and techniques to secure the 
results we desire. 

Automation is the newest form of 
technique: it depends on an even more 
refined division of labour, and higher 
skills than ever existed before. It has 
come to us in a world still afraid of 
local gluts and mass starvation. The 
conflict setting is obvious—hence “Auto- 
mation Enquiries”. The side effects in 
terms of training (not education) are 
enormous, as they are in such matters as 
size, location and _ diversification of 
industry, and the relation of these to 
basic resources. 

Transitional problems are difficult as 
always. One of our best protections for 
the future, in terms of prevention of 
unemployment, lies in skill-teaching. If 
markets continue to grow, along with 
the welter of production flowing from 
our new techniques, then wealth and 
opulence are assured. 

Maybe the world of the future will 
have an over-developed demand for 
optical lenses and white coats, brought 
on by most of the population studying 
to build and then guide and repair our 
robots. But such hazards are likely 
to be discounted if opulence can be 
assured. The way to this lies through 
division of labour and growth of the 


consumption we are driven back to re- market. As A. Smith said in 1776 . 





HOW MANY ACCOUNTANTS? 


[NTERESTING evidence of the growing importance of the accountancy 

profession in England is provided by a survey recently carried out 
by the Appointments Board of the University of London. This survey 
was undertaken with the object of ascertaining the present occupations 
of graduates or those who obtained higher degrees between 1 October 
1957 and 30 September 1958. 

An analysis of the replies to the questionnaire sent out by the Board 
revealed a fairly wide distribution of the 1167 male Arts graduates 
among the various classes of employment, and it is noteworthy that a 
significant number (about 19 per cent) entered the accountancy profession. 
There were in addition an unspecified number of these graduates who 
were already in the profession before taking a degree. (No figures 
are available for women Arts graduates). 

These figures present a picture of growth of the profession in England 
which parallels the development in Australia. Here the enhanced status 
of the profession and the increasing number of those seeking to qualify 
by taking the examinations of the Society are a clear recognition of the 
growing needs of a country in a period of rapid industrial expansion. 
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Australian Finance Companies 


SOURCES OF FUNDS 1944-45 TO 1957-58 


By W. L. BURKE and N. RUNCIE, 
The University of New South Wales. 


- an earlier report ! we have presented 
some interim conclusions on investi- 
gations into ehanges in the sources of 
funds for Australian finance companies 
in the period 1950/51 to 1955/56. 
Prior investigations ? have eovered com- 
paratively short periods and have been 
undertaken in the context of general 
economic inquiries into the industry 
rather than as a detailed analysis of 
funds available. This report on sources 
of funds for Australian finance and hire 
purchase companies extends the period 
covered by our earlier report and is, we 
believe, the first to cover the whole of the 
post-war years. 


Terms have been defined and the 
method of enquiry explained in the 
earlier report. A source of funds analysis 
has been made of each balance sheet of 
each individual company over the period. 
This has necessitated not only an exam- 
ination of annual reports and financial 
statements (which have not always been 
easily obtained, especially for the early 
years) but also telephone, personal and 
written communication for additional 
information and explanations made to 
interpret and adjust the data. Some 
companies have not always been willing 
or able to divulge detailed information, 
and this has made it (a) difficult to 
obtain a sample covering even 34 
companies; and (b) necessary to estimate 
figures in some cases; results should 
therefore not be regarded as precisely 





(1) ‘‘Australian Finance Companies, Sources 
of Funds, 1950/51 to 1955/56'’, Fhe Austra- 
lian Accountant, May, 1958. 


(2) See: H. W. Arndt and P. S. Shrapnel, 
“Consumer Credit in Australia, 1945-51’, 
The Economic Record, May, 1953; P. S. 
Shrapnel and N. Runcie, ‘‘Hire Purchase 
in Australia’’, Monograph No. 180, The 
Economic Society of Australia and New 
Zealand (N.S.W. Branch), July 1955; D. C. 
Rowan and N. Runcie ‘‘The Hire Purchase 
Problem in Australia’’, Banca Nazionale del 
Lavoro Quarterly Review, March, 1957. 


correct, but should provide reasonable 
approximations. Because of the receipt 
of additional information, and the alter- 
ation in the number of companies 
included, some slight adjustments and 
amendments have been made to the 
1950/51 to 1955/56 figures, but the 
main results remain the same. 


The investigation covers finance com- 
panies only — not retail organisations. 
The former deal exclusively in finance or 
hire purchase paper transactions; the 
latter sell, and may also conduct their 
own financing. Only public companies 
— companies which appeal to the public 
for funds — are included; proprietary 
companies are excluded. Individual 
companies have been promised that no 
detailed reference will be made to their 
finaneial accounts, and in some instances 
this will necessitate generalisation in 
explanation of tables and other inform- 
ation. Finally, the investigation has been 
rendered more difficult by the absence 
of any comprehensive official statistics 
on hire purchase prior to 1953. 


I. Expansion of Hire Purchase 


In Table 1 the total outstanding debt on 
hire purchase in Australia is shown 
(in £ m.) *. This table is based on the 
assumption that the share of retailers in 
the total debt has been steadily declining. 
There is only one official estimate (£30 
m. in March, 1954) * of the total hire 
purchase debt carried by retailers them- 
selves. But retailers have been gradually 





(3) The method of construction_of the table 
calls for some explanation. The figures in 
columns 1 and 3 from 1944/45 to 1951/52 in- 
clusive are estimates made by Messrs. P. § 
Shrapnel and N. Runcie (op. cit.); the 
figures in column 1 from 1952/53 onwards 
are those published by the Commonwealth 
Statistician. Figures in column 3 from 
1952/53 to 1955/56 are based on estimates 
made by Professor D. C. Rowan and Mr. N 
Runcie (op. cit.) and, from 1956/57 to 1957 
58 are our own estimates. 


(4) Commonwealth Statistician’s estimate 
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handing over their financing to finance 
houses or forming their own finance 
subsidiaries; and profit from financing 
is, in some instances, becoming even 
greater than that from selling. Other 
evidence also supports the opinion that 
the share of the retail companies is 
declining. For example, the Bank of 
New South Wales Review® states that, 
although retail companies had a 20% 
share in 1953/54, when the Common- 
wealth Statistician’s figure was released, 
“it is unlikely that this proportion has 
been sustained”. Table I should there- 
fore represent the probable position. 


The last two columns of Table I show 
the annual increase in the outstanding 
debt. It was not until about 1947/48 
that the pre-war total debt of about £20 
m. was reached, but then total indebted- 
ness increased rapidly until the temporary 
recession of 1951/52. As early as 1950 
the Central Bank attempted to stop the 
flow of trading bank overdrafts to the 
finance companies, but the latter over- 
came these restrictions by successfully 
raising funds in the short-term money 
market. A similar Central Bank direc- 
tive in 1954 was also circumvented in 
the same way. The reasons for the 
success of these public loans will be 
referred to later. The 1951/52 recession 
merely steadied the rate of increase for 
a year or two, and then the rate accel- 





(5) Number 33, May, 1958, ‘‘Hire Purchase’’. 
p. 3. 


erated again. In 1955/56 the rate 
slowed down, partly because of an 
undertaking given by the major compa- 
nies to the Prime Minister not to exceed 
a 10% increase in the ensuing year, and 
partly because of higher sales tax rates 
imposed on motor vehicles in the “little 
Budget” of March, 1956. In 1957/58 
the rate again increased sharply following 
“cut-throat” competition between the 
leading companies, and interest rate 
reductions. Latest reports are that the 
rate of increase is declining, but it should 
be obvious from the Table that, as the 
amount of total debt increases, (and also 
as the demand for consumer goods, such 
as T.V. sets, decreases), the percentage 
rate as distinct from the absolute amount, 
of increase should be expected to taper 
off. 


In June 1958 the total outstanding 
advances of the trading banks were 
£945.6m.®. The estimated total hire 
purchase debt of £352.9m.7 in 1957/58 
is therefore 37.3% of the total advances 
of the trading banks. In 1944/45 this 
percentage would have been negligible. 
Hire purchase and finance company 
advantages are thus rivalling those of the 
trading banks, and the leading finance 
companies are now considerably larger 
than the smallest of the private trading 
banks. There is also a decided concen- 





(6) Figure taken from Statistical Bulletin, Com- 
monwealth Bank of Australia 


(7) As shown in Table I. 


TABLE I.— Outstanding Debt on Hire Purchase (£m.) 





Amounts Owing to 


Year Finance Companies 


(as aft 


Retailers 


Amounts Owing to 


Total Outstanding Annual Increase 
Debt in Total Debt 





30th 


ve 


aw 
_ 
23 


$3 





1944/45 
1945/56 
1946/57 
1947/48 
1948/49 
1949/50 
1950/51 
1951/52 
1952/53 
1953/54 
1954/55 
1955/56 
1956/57 
1957/58 


~DBWONOUuWwh 
SREBRESSRSURGow 
BWOUNR@OWN=-NR-2aR 


NN 
RwONCON@MOKAWONSO 


LSSLSaAsaRsGSQe 
SOOCCOONwY=~woaw 
SSESERNSSoun 


3 


SS.0u 
eobanovon 
Se SSLS 


So 


ORO-BWH s+ DD 
-y 


Na 

RRoRSSS 

SE: 
~NoORRNONK@O~WO 


SRBSESoNNsoen| |QP 


®=-BNva CUWNO OW 


wn 
BES 
own 
» os 


Nn 





Sources: 


The Australian Accountant, October, 1959 


see footnote (3) 





TABLE Il.— Hire Purchase and Other Instalment Debtors 
34 Companies or Groups of Companies (£m.) 
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Source: Published Annual Reports and Financial Statements of the Companies participating 


in the 


*From Table 1! 


tration of the hire-purchase debt into the 
hands of a few of the largest companies. 
For example, in 1957/58 the outstanding 
debt owing to the three largest companies 
was approximately £150m. or 50.6% of 
the total of £296.5m. owing to all finance 
houses.* This percentage, also, has 
been tending to increase, suggesting that 
the larger companies are obtaining a 
large share of available business each 
year. 


In Table II, the total debt owing to 
the finance companies is shown in 
column 4. This figure is the same as 
that in column 1 of Table I. In column 
3 the total debt owing to our sample of 
companies is shown, and in column 5 
the amount owing to our group is ex- 
pressed as a percentage of the total debt. 
It will be noted, that the companies in 
our sample are finance houses only — 
not retail companies: also that we have 
divided our sample into two groups — 
(a) sixteen “constant” companies which 
operated continuously throughout the 
whole of the period; and (b) eighteen 
“new” companies which commenced 
operations during the period.*® From 
Table II it will be seen that the per- 





(8) As shown in Table lL. 


(9) One company went into voluntary liquida 
tion in 1954. 
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survey. 


centage of the total finance company 
debt in 1957/58 covered by our sample 
is approximately 80%. The figures we 
have included as hire purchase debtors. 
however, are balance sheet figures, which 
in some cases have been stated “net”. 
i.e., after providing for losses and doubt- 
ful debts. The percentages shown in 
column 5 may therefore tend to be 
overstated but this tendency is probably 
more than offset by the fact that the 
totals for our companies, as shown in 
column 3, include wholesale credit and 
non hire purchase advances, whereas the 
totals in column 4 do not. The per- 
centages in the middle years, it will be 
noted, are somewhat low; but that is 
perhaps due to the fact that we have 
concentrated on obtaining complete data 
in respect of those smaller companies 
which are active now, rather than those 
which were more active eight or ten 
years ago. The weight of the new 
companies entering the field has also 
influenced the debt in latter years. The 
debtors of the “new” companies, shown 
in column 2 of Table II, have been 
approximated to the nearest £0.1m 
Actual figures from 1944/45 to 1948/49. 
inclusive, were respectively £0.025. 
£0.022, £0.017, £0.016 and £0.044m 
Thereafter the debt increased greatly, as 
shown. 
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TABLE Hl.— New Finance Companies Commencing Operations 
(and included in our sample) 





No. of Companies 
Existing 


New Companies 
Fo 


Net number of 


Companies in 
“New” Companies 


Liquidation 





To 1948/49 
1949/50 


Pit—tibidd 





Table III shows the number of new 
companies entering the hire purchase and 
finance field during the period, and 
included in our sample. One company 
was actually in existence prior to 
1944/45, but went into liquidation in 
1954/55, and is therefore included in 
this “broken period” group. The con- 
tribution made by these new companies 
to the total funds available in the industry 
is shown later (in Table VI). One of 
these companies’® is among the big 
three finance companies, and two other 
fairly large companies’! are also 
included. The sample does not include 
Commercial and General Acceptance 
Ltd., which did not commence operations 
until May 1958, and which has not 
published a balance sheet during the 
period under review. This company, 
however, has reported’? that its hire 
purchase debtors were approximately 
£11m. in December, 1958, and thus in 
a relatively short time it has taken its 
place among the major finance com- 
panies. It will be observed that six 
new companies are included in 1953/54 
— more than in any other year. 


Il. Principal Sources of Funds. 


The principal sources of funds for the 
34 finance companies or groups of 
companies analysed are aggregated in 
Table IV. As stated, these figures have 





(10) Custom Credit Corporation (which com- 
menced operations in 1953/54). 

{11) General Credits Ltd. and Alliance Holdings 
Ltd. 


Sydney Morning Her- 
1958. 


(12) Financial columns, 
ald, 17 December, 
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been obtained from an independent 
funds analysis of each year’s balance 
sheet and accounts for each company. 
The table represents real funds — revalu- 
ation reserves and “unearned hiring 
charges” (see later) have been excluded. 
The main sources—Shareholders’ Funds, 
Bank Overdrafts, Public Borrowing, and 
other Liabilities — have been defined in 
our earlier article. 


Table IV is the major table and shows 
the main sources of funds. Figures used 
have been rounded to the nearest £0.1m., 
and to that extent do not quite reconcile 
with Tables V - IX inclusive. The latter 
tables have been taken to three decimal 
places to make clearer slighter move- 
ments in earlier years. Results for the 
very early years, however, are somewhat 
doubtful, partly because of the difficulty 
of obtaining financial information in 
retrospect, and partly because the volume 
is so small that any slight movement 
distorts the percentage figures. The 
early years must also be discounted to 
some extent because of war controls, 
capital issues controls, etc. It was not 
until 1947/48 that outstandings, as 
previously mentioned, reached the pre- 
war level. Nevertheless, some definite 
trends are apparent. 


Firstly, there has been a steady decline 
in the percentage of shareholders’ funds 
to total funds used. The proportion of 
funds contributed by shareholders of the 
companies studied has decreased from 
four-fifths, in 1944/45, to approximately 
one-quarter, in 1957/58, of total 
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TABLE IV.— Principal Sources of Funds 
34 Groups of Finance Companies 











Shareholders’ Bank Public Other Total 
Weer Funds Overdrafts Borrowing Liabilities Funds 
£m % £m. % % £m % £m % 

1944/45 3.4 80.9 0.2 48 2 4.8 0.4 9.5 4.2 100.0 
1945/46 3.4 69.3 0.7 14.3 2 4.1 0.6 12.3 49 100.0 
1946/47 3.6 45.0 3.5 43.8 1 1.2 0.8 10.0 8.0 100.0 
1947/48 4.7 40.9 5.6 48.7 1 0.9 1.1 9.5 11.5 100.0 
1948/49 6.5 37.2 8.7 49.7 3 1.7 2.0 11.4 17.5 100.0 
1949/50 7.9 32.0 7.2 29.1 0 28.4 2.6 10.5 24.7 100.0 
1950/51 11.7 32.4 8.0 22.2 2 31.0 5.2 14.4 36.1 100.0 
1951/52 13.6 31.9 9.0 21.1 4 31.4 6.6 15.5 42.6 100.0 
1952/53 15.8 31.5 11.5 23.0 2 28.3 8.6 17.2 50.1 100.0 
1953/54 21.5 29.0 19.3 25.9 1 32.4 9.4 12.7 74.3 100.0 
1954/55 33.4 31.3 17.7 16.6 2 39.6 13.4 12.5 106.7 100.0 
1955/56 40.1 29.5 17.0 12.5 0 46.4 15.8 11.6 135.9 100.0 
1956/57 45.3 27.9 10.9 6.7 3 53.7 19.0 11.7 162.5 100.0 
1957/58 57.2 25.4 14.6 6.5 .2 57.9 22.9 10.2 224.9 100.0 





Source: Published Annual Reports and Financial Statements of the 34 groups of Companies 


funds.'* The. table indicates a fairly 
steady and continuous decline in the 
‘percentage of shareholders’ funds over 
the years. Nevertheless, shareholders’ 
equity is still high compared with that in 
similar institutions in the U.K. and the 
U.S.A. Secondly, there has been an even 
-more pronounced decline in the use 
of bank overdrafts. Ignoring the two 
post-war recovery years, overdrafts have 
fallen from approximately half of total 
funds in 1947/48 and 1948/49 to about 
one-fifth (1951/52) and one-quarter 
(1953/54), and have then declined 
sharply to only 6.5% in 1957/58.'* This, 
of course, is a result of Central Bank 
policy, as already seen, and clearly indi- 
cates how the restriction of bank advances 
has been felt by the finance companies. 
Thirdly, there has been a most marked 
increase in both the volume and pro- 
portion of funds obtained by public 
borrowing. 


It will be seen from the table that the 
proportion of public borrowing has 
increased consistently over the period, 





(13) This result agrees closely with a survey 
of the 1957 balance sheets of 42 finance 
companies made by the Central Bank 
Shareholders’ equity was approximately 
25% 


(14) The Bank of N.S.W. Review, May, 1958, 
p. 6, quotes a survey of the balance sheets 
of 33 hire purchase firms, which together 
accounted for about 75% of hire purchase 
debts outstanding. Their bank borrowing 
fell from £19.1m. in 1954/55 to £12.6m. in 
1956/57—similar to our figures over that 
period 
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until in 1957/58 it represented almost 
three-fifths of total funds obtained. The 
Central Bank’s attempt to curb the ex- 
pansion of hire purchase by restricting 
overdrafts forced the finance companies 
to “play” the public money market from 
1949/50 onwards. This they have done 
most successfully, so that now they are 
to a great extent beyond the control of 
the monetary authorities. The trading 
banks have been restricted in their use 
of overdrafts, but have been able to 
support the finance companies by sub- 
scribing to capital and debenture issues 
and other loans. Lastly, “other liabilities” 
have been fairly constant over the period. 
except for the years 1950/51 to 1952/53. 
when one of the largest companies con- 
solidated its accounts (as_ explained 
later). 


Tables V and VI dissect the total 
funds shown in Table IV into two 
groups. Table V shows funds under the 
four main headings for the sixteen 
“constant” companies which operated 
continuously throughout the period, and 
Table VI shows funds for the “new” 
companies entering the industry. It will 
be noted that Tables V -IX_ inclusive 
are, in effect, in thousands (the decimal 
points representing thousands of pounds) 


Some interesting differences are re- 
vealed by these tables. Firstly, the 
“constant” companies have a_ higher 
proportion of shareholders’ funds than the 
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“new” companies. Over the period 
1949/50 to 1957/58 this proportion 
was relatively steady — at about 30% 
of total funds for the older established 
companies. In the case of the newer 
companies the proportion decreased 
steadily over the period. The 1949/50 
figure of 36.3%, in the case of the “new” 
companies, arose through the introduction 
into the sample of a company which had 
previously been a proprietary company. 
Secondly, bank overdrafts have decreased 
as a percentage of total funds in the 
case of both groups, but since 1953/54 
the proportion of overdrafts has been 
lower in the newer than in the older 
companies. In 1957/58 overdrafts rose, 
in absolute amount, in both groups, but 
fell relatively as percentages of total 
funds. These increases are mainly 
attributable to two companies in each 
group. Two of these companies have 
direct links with trading banks, one is 
associated with a leading assurance 
company, and the other is apparently 
receiving substantial overdraft support. 


Tables V and VI both reflect the 
decline in overdraft loans following the 
Central Bank’s restrictions in 1950 and 
1954. In general, the newer companies 
have received less overdraft support than 





the “constant” companies.’ Thirdly, 

(15) One of the largest companies in the ‘‘new’ 
group has not resorted to the use of bank 
overdraft. If this company is excluded, 
the percentages of overdrafts to total 
funds for the ‘‘new"’ companies would ber 
higher. Figures, with this company ex- 
cluded, were given in our earlier report 








the newer companies have used public 
borrowing to a greater extent to compen- 
sate for the lower use of shareholders’ 
funds and overdrafts. The new com- 
panies are invading the public money 
market to an even greater extent than 
the older group. In 1957/58 their public 
borrowing accounted for nearly 70% of 
total funds as against 50% for the older 
companies. The percentage decline in 
1947/48 in the case of the constant 
group is an isolated instance arising out 
of a temporary change in the deposit 
holdings of one particular company 
Lastly, there has been a greater expansion 
in the new companies since 1953/54 


Reference to Table III will show that 
six companies commenced operations in 
1953/54 (including Custom Credit Cor- 
poration). Total funds employed by the 
new group have increased by £83m 
(from £9.7m. to £92.8m.); those em- 
ployed by the older group have increased 
in the same period by £67%m. (from 
£64.5m. to £132m.). However the 
constant group have expanded more in 
the last twelve months covered by our 
report. These figures illustrate the rate 
of attraction of capital to the industry. 
The influence of the newer group will 
also be increased with the recent form- 
ation of Commercial and General 
Acceptance Ltd. 


III. Analysis of Principal Sources. 
In the previous section an attempt 
was made to analyse the principal 


TABLE V.— Principal Sources of Funds 
16 “Constant” Companies (£m.) 





Shareholders’ Bank Public Other Total 

eee Funds Overdrafts Borrowing Liabilities Funds 
£m. % £m. % £m. % £m. % £m % 
1944/45 3.332 80.8 0.202 49 0.153 3.7 0.436 10.6 4.123 100.0 
1945/46 3.420 71.0 0.681 14.1 0.182 3.8 0.537 11.1 4.820 100.0 
1946/47 3.583 449 3.458 43.3 0.140 1.8 0.796 10.0 7.977 100.0 
1947/48 4.659 40.7 5.577 48.8 0.039 0.3 1.159 10.2 11.434 100.0 
1948/49 6.487 37.1 8.688 49.7 0.307 1.8 1.991 11.4 17.473 100.0 
1949/50 7.683 32.0 6.863 28.6 6.968 29.1 2.465 10.3 23.979 100.0 
1950/51 10.531 30.8 7.478 21.9 11.169 32.7 5.005 14.6 34.183 100.0 
1951/52 11.781 29.6 8.433 21.2 13.329 33.5 6.288 15.8 39.831 100.0 
1952/53 13.767 29.7 10.503 22.7 13.937 30.1 8.119 17.5 46.326 100.0 
1953/54 18.151 28.1 17.271 26.8 20.593 31.9 8.543 13.2 64.558 100.0 
1954/55 24.561 30.7 15.446 19.3 28.422 35.6 11.468 14.4 79.897 100.0 
1955/56 27.679 31.5 13.976 15.9 34.625 39.4 11.555 13.2 87.835 100.0 
1956/57 30.774 31.0 8.016 8.1 46.824 47.3 13.481 13.6 99.095 100.0 
1957/58 39.862 30.2 9.793 7.4 66.674 50.5 15.694 11.9 132.023 100.0 
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TABLE VI.— Principal Sources of Funds 
18 “New” Companies (£m.) 











Shareholders’ Bank Public Other Total 

Year Funds Overdrafts Borrowing Liabilities Funds 
£m. % £m. % £m. % £m % £m. % 
1944/45 0.025 96.2 _ _ _ _ 0.001 3.8 0.026 100.0 
1945/46 0.026 92.9 —- — a — 0.002 7.1 0.028 100.0 
1946/47 0.026 89.7 _ — a — 0.003 10.3 0.029 100.0 
1947/48 0.027 90.0 — _ _ _ 0.003 10.0 0.030 100.0 
1948/49 0.029 67.4 0.007 16.3 ae a 0.007 16.3 0.043 100.0 
1949/50 0.248 36.3 0.355 51.9 _ _ 0.081 11.8 0.684 100.0 
1950/51 1,175 62.1 0.567 29.9 os a 0.151 8.0 1.893 100.0 
1951/52 1.850 66.5 0.593 21.3 0.031 1.1 0.308 11.1 2.782 100.0 
952/53 2.039 54.6 0.974 26.1 0.265 7.1 0.459 12.2 3.737 100.0 
1953/54 3.299 34.0 2.016 20.8 3.552 36.5 0.844 8.7 9.711 100.0 
1954/55 8.834 32.9 2.205 8.2 13.814 51.5 1.977 7.4 26.830 100.0 
1955/56 12.410 25.8 3.017 6.3 28.344 59.0 4.303 8.9 48.074 100.0 
1956/57 14.562 22.9 2.839 45 40.522 63.9 5.506 8.7 63.429 100.0 
1957/58 17.366 18.7 4.780 5.1 63.516 68.5 7.167 77 92.829 100.0 





sources of funds presented in Table IV 
by dividing the sample into two parts 
and examining the separate data for 
these (as shown in Tables V and VI). 
Three of the four main sources of funds 
given in Table IV (i.e. Shareholders’ 
Funds, Public Borrowing, and Other 
Liabilities) will now be _ presented 
separately — in Tables VII, VIII and 
IX respectively. As “Bank Overdraft” 
is a self-contained item, it does not 
require further analysis. 


Table VII shows the dissection of 
shareholders’ funds. As_ mentioned 
earlier, revaluation reserves and other 
write-ups have been cancelled out 
against fixed assets, and thus excluded. 
As far as ordinary and preference 
capital is concerned, the table reflects 
the influence of capital issues controls 
in the early years, but even in those years 


some expansion is shown. As between 
1944/45 and 1945/46 a slight increase 
in total shareholders’ funds can be 
observed (£3.357m. to £3.446m.). This 
was not apparent in Table IV when 
expressed to one decimal place as £3.4m. 
Ordinary capital and accumulated profits 
(including reserves) constitute the bulk 
of shareholders’ funds over the period. 
The increase in ordinary capital in 
1953/54 reflects the entry of six new 
companies. Preference capital has in- 
creased in absolute amount but declined 
relatively as a percentage in that year. 
Preference capital, in fact, has shown a 
relative decline since 1948/49. This 
evidences the world-wide trend towards 
investment in ordinary shares and fixed 
interest securities, at higher interest 
rates, as a hedge against inflation. Share 
premium reserves, as would be expected, 


TABLE VII.— Shareholders’ Funds (£m.) 














Total 
Ordinary Preference Share Premium Accumulated Shareholders’ 

Year Capital Capital Reserve Profits Funds 
£m % £m. % £m. % £m. % £m. % 
1944/45 2.494 74.3 0.200 6.0 0.014 0.4 0.649 19.3 3.357 100.0 
1945/46 2.494 72.4 0.200 5.8 0.014 0.4 0.738 21.4 3.446 100.0 
1946/47 2.533 70.2 0.230 6.4 0.014 0.4 0.832 23.0 3.609 100.0 
1947/48 3.103 66.2 0.455 9.7 0.164 3.5 0.964 20.6 4.686 100.0 
1948/49 3.812 58.5 1.030 15.8 0.164 2.5 1.510 23.2 6.516 100.0 
1949/50 4.591 57.9 1.080 13.6 0.296 3.7 1.964 24.8 7.931 100.0 
1950/51 6.812 58.2 1.436 12.3 0.702 6.0 2.756 23.5 11.706 100.0 
1951/52 7.714 56.6 1.436 10.5 0.704 5.2 3.777 27.7 13.631 100.0 
1952/53 8.457 53.5 1.456 9.2 0.704 4.5 5.189 32.8 15.806 100.0 
1953/54 14.026 65.3 1.922 9.0 0.962 4.5 4.540 21.2 21.450 100.0 
1954/55 22.466 67.2 2.256 6.8 1.679 5.1 6.994 20.9 33.395 100.0 
1955/56 26.686 66.6 2.256 5.6 1.917 48 9.230 23.0 40.089 100.0 
1956/57 28.820 63.6 2.256 5.0 2.571 5.7 11.689 25.7 45.336 100.0 
1957/58 35.194 61.5 2.256 3.9 5.077 8.9 14.701 25.7 57.228 100.0 
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have shown a steady relative increase. 
Finance companies are making high 
profits, and new issues are being made 
at a premium more frequently. 


Public borrowing is dissected in Table 
VIII, and is listed under three main 
headings, viz, mortgages, debentures, 
and loans on deposit (deposits). Un- 
secured notes have been included with 
debentures, and an attempt has been 
made to divide these into short and long 
term loans. Some companies make this 
distinction on the basis of loans for 
periods of greater or less than two years, 
and others do not make any distinction 
at all. Most companies, however, use 
one year as the basis, and we have 
accepted this as the line of demarcation, 
and made the division according to the 
best of the information and explanations 


given to us, and by reference to 
prospectuses, published reports, and 
other data. Nevertheless, the division 


into long- and short-term classifications 
is presented as a rough approximation 
only, and carries no claim to precision. 


Loans on mortgage are relatively 
insignificant, and the high percentages 
in one or two early years are somewhat 
fortuitous. Finance companies have few 
fixed assets — the great bulk of their 
funds are invested in hire purchase 
paper debt. Hence they have few fixed 
assets to mortgage. There was little 
public borrowing prior to 1949/50, and 


the figures up to that date merely serve 
to indicate trends. 


The great increase in total public 
borrowing from 1949/50 onwards indi- 
cates how the restriction of bank over- 
drafts forced the hire purchase companies 
to seek funds from the public on an 
increasing scale; and the companies 
have tapped an apparently endless 
source of funds. The shift occurred at 
a time when institutional lenders, as well 
as the investing public, were looking for 
more profitable investment opportunities. 
Four years ago, Australian companies 
listed on the stock exchanges were 
raising twice as much in shares as in 
debentures and unsecured notes. Ac- 
cording to figures released this year by 
the Commonwealth Statistician the listed 
companies now raise almost three times 
as much in debentures and notes as in 
shares. Our Table reflects this trend for 
the finance companies. 


The market is making up for a pre- 
1950 sense of sinfulness or unsoundness 
regarding debentures. In an address to 
the Victorian Branch of the Bankers’ 
Institute of Australia, the managing 
director of I.A.C. expressed the opinion 
that the trend for Australian hire pur- 
chase companies to obtain funds from 
public note issues and debentures rather 
than from shares would continue. He 
said I.A.C. operated on a ratio of share- 
holders’ funds to public borrowing of 


TABLE VIII.— Public Borrowing (£m.) 





Debentures 








——_ —_______—— — -—— Loans on Total 

Year Mortgage e e Total Deposit Public 
_ Short Term Long Term Debentures Borrowing 
£m. % £m % £m % £m % £m % £m. % 
1944/45 0.004 2.6 _ —_— — _ -— _ 0.149 97.4 0.153 100 
1945/46 oon — a _ _ _ — _ 0.182 100.0 0.182 100 
1946/47 0.025 17.9 _ _ _ _ _ _ 0.115 82.1 0.140 100 
1947/48 0.025 64.1 _— _ - _ — = 0.014 35.9 0.039 100 
1948/49 — - - — = — — — 0.307 100.0 0.307 100 
1949/50 — — 1.935 27.8 3.270 469 5.205 74.7 1.763 25.3 6.968 100 
1950/51 0.300 2.7 2.029 18.2 3.431 30.7 5.460 48.9 5.409 48.4 11.169 100 
1951/52 0.403 3.0 3.572 26.7 3.946 29.6 7.518 56.3 5.439 40.7 13.360 100 
1952/53 0.455 32 5.884 41.4 3.205 22.6 9.089 64.0 4.658 32.8 14.202 100 
1953/54 0.451 19 9.641 39.9 5.329 22.1 14.970 62.0 8.724 36.1 24.145 100 
1954/55 0.450 1.1 12.309 29.1 17.692 41.9 30.001 71.0 11.785 27.9 42.236 100 
1955/56 0.148 0.2 15.166 24.1 31.805 50.5 46.971 746 15.850 25.2 62.969 100 
1956/57 0.195 0.2 20.892 239 47.009 53.9 67.901 77.8 19.250 22.0 87.346 100 
1957/58 0.183 0.1 32.342 249 70.334 540 102.676 789 27.331 21.0 130.190 100 





*As shown in 
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one to three, whereas in some American 
companies this ratio was 1 to 13. The 
trust deeds of the major Australian 
finance companies, however, limit this 
ratio to one to six. It will be seen 
from Table VIII that debentures and 
notes have risen steadily from 48.9% 
of total public borrowing in 1950/51 
to 78.9% in 1957/58. Loans on 
deposits (which seem to be mainly of 
short-term duration) have correspond- 
ingly declined. 


Table IX dissects “Other Liabilities”. 
In the balance sheets “unearned hiring 
charges” (the charges in instalments not 
yet due) are usually included as a 
liability, but they are not a real source 
of funds and have therefore been 
excluded. Other liabilities include, in 
addition to the items shown in the table, 
employees’ provident fund moneys, tem- 
porary excess share application moneys 
and provisions for various contingencies. 
To the extent that these items are 
invested temporarily in the business they 
represent funds. If invested in trust 
funds they are strictly contras which 
should be omitted. We have not been 
able to dissect these items however and 
therefore they have all been included. 
“Other Liabilities’ may therefore be 
slightly overstated. Similarly “Trade 
Creditors” may be overstated in the 
early years because tax and dividend 
provisions were not regularly separated 
then by many companies. Tax and 


dividend provisions would therefore be 
correspondingly understated. Depreci- 
ation has not been shown separately as 
a source of funds because it is so small. 
This reconciles with other surveys. In 
non-finance companies, and companies 
possessing large investments in fixed 
assets, depreciation would of course be 
an important item. 


It was noted earlier, in relation to 
Table IV, that “other liabilities” were 
higher in the years 1950/51 to 1952/53. 
Table IX discloses the reason for this, 
as advances from subsidiary companies 
increased in these years. This increase 
occurred in relation to one of the largest 
groups of companies. This group con- 
solidated its accounts in 1953/54 and 
“advances from subsidiaries” fell, to be 
replaced by a corresponding amount of 
other funds in the nature of capital, 
reserves, debentures, etc. These items 
have been included elsewhere in the 
tables. Thus the item “Sundry” in Table 
IX increases in 1954, when “Advances 
from Subsidiaries” decrease. This is 
because of insurance liabilities introduced 
when the above group consolidated its 
accounts. These liabilities represent 
short-term funds (like agents’ deposits, 
trade creditors and tax and dividend 
provisions). The money owing to these 
creditors may be regarded as short-term 
deposits available for investment in hire 
purchase paper debt. 


TABLE IX.— Other Liabilities (£m.) 





Total 








Advances Other 
Trade Tax Dividend Agents From Sundry Liabili- 

Creditors Provision Provision Deposits Subsidiaries ies 

Year EE 

fm. % fm % fm. % fm % fm % fm % 2m 
1944/45 0.230 52.7 0.123 28.1 0.031 7.1 0.043 9.8 — _ 0.010 2.3 0.437 
1945/46 0.270 50.1 0.152 28.2 0.036 6.7 0.062 11.5 90.008 1.5 0.011 2.0 0.539 
1946/47 0.364 45.46 0.223 27.9 0.064 8.0 0.122 15.3 0.008 1.0 0.018 2.2 0.799 
1947/48 0.486 41.8 0.363 31.2 0.158 136 0.119 103 0.009 0.8 0.027 2.3 1.162 
1948/49 1.008 50.5 0.428 21.4 0.127 64 0.282 14.1 0.057 2.8 0.096 48 1.998 
1949/ 1.231 48.4 0.647 254 0.167 65 0.320 126 0.147 58 0.034 1.3 2.546 
1950/51 1.886 366 0.959 186 0.222 4.3 0.462 90 1.574 30.5 0.053 1.0 5.156 
1951/52 1.959 29.7 1.365 20.7 0.422 64 0.490 7.5 2.239 33.9 0.121 1.8 6.596 
1952/53 2.127 248 1.603 18.7 0.610 7.1 0.564 66 3.391 39.5 0.283 3.3 8.578 
1953/54 3.087 32.9 2.363 25.2 1.099 11.7 0.712 7.6 0.224 2.4 1.902 20.2 9.387 
1954/55 3.908 29.1 3.052 22.7 1.553 11.6 1.682 12.5 0.557 4.1 2.693 20.0 13.445 
1955/56 4.072 25.7 3.843 242 1.838 11.6 1.408 89 1.793 11.3 2904 183 15.858 
1956/57 4913 259 3.999 21.1 1.999 105 2.339 123 2.706 142 3.031 16.0 18.987 
1957/58 5.436 23.8 5419 23.7 2.380 10.4 2.733 12.0 3.837 167 3.056 13.4 22.861 
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IV. Total Funds and the Hire Purchase 
Debt. 


In Table X the relatien between total 
funds employed (by the finance compa- 
nies) and the total hire purehase debt 
of these companies is shewn. In 
column (1) the debtors are shown 
“gross”, i.e. before “unearned hiring 
charges” (column 2) are deducted. In 
column 3 the debtors are shown “net . 
Unearned hiring charges, as previously 
stated, are not a real source of funds 
although they are usually shown on the 
“liabilities” side of finance companies’ 
balance sheets. They might be better 
treated as a deduction from hire purchase 
debtors. To take eredit for hiring 
charges entirely in the year a hire- 
purchase sale was made would be cont- 
rary to accepted accounting principles. 
These charges are usually spread rateably 
over the period of the hire purchase 
contract, the unmatured amount — the 
income yet to mature — being shown as 
a “provision” or “liability” in the balance 
sheet. 


The total funds employed, as shown 
in column 4, represent the real funds 


invested as explained earlier. Column 
5 shows the percentage of net hire pur- 
chase debt to total real funds. Approxi- 
mately 90% of funds have been invested 
in debtors since 1947/48 and in 1957/58 
the ratio was almost 92142%. Finance 
company funds are thus applied almost 
entirely to the incurrence of paper debt. 


Finance houses earry few fixed or current 
assets, little stock (simce they do not 
sell), and they would usually prefer 
overdrafts to large cash balances! The 
ratios shown in column 5 would be higher 
still if expressed as percentages ef gross 
debt — in fact, they would be higher 
than 100% in most cases. This result 
emphasises the fact that unearned hiring 
charges do not represent real funds, and 
that debtors are better considered as net 


figures. 


The ereation of adequate provisions 
for unearned charges is important if the 
annual profits of the companies are to be 
stated correctly. A company with out- 
standings of the order of £10m. or so 
would find it eomparatively easy to 
“adjust” its taxable profits by merely a 
slight alteration to the unearned pro- 
vision. Similarly, adequate provisions 
are necessary in times of upsweep in new 
business. If too much profit is taken 
into the accounts in the initial year pain- 
ful adjustments may be necessary later. 
A ratio which has been found useful in 
testing the adequacy of these provisions 
is that of unearned hiring charges (or 
income yet to mature) to gross debtors. 
These ratios differ considerably between 
companies. For example companies 
financing motor vehicles over a two year 
repayment period would normally carry 
a lower ratio than those financing 
domestic goods over, say, a five year 
period. A ratio in the vicinity of 14 to 


TABLE X.— Tetal Funds and H.P. Debtors 





Debtors Gross— 
(including 
unearned hiring 
charges) —£m. 


Unearned Hiring 
Charges—tm. 


Total Funds Percentage 
Lebtors net 
to Total 


Funds 


Debtors net— 

(less unearned employed— 

hiring charges Finance 
—tm. Houses* £m. 
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*As shown on Table IV 
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15 per cent. is usually considered quite 
high. It is interesting to note from 
Table X (columns 1 and 2) that in 
1957/58 this ratio was approximately 
12% for the whole of our group of 
companies. 


V. Bank and Institutional Holdings. 
It has been seen (in Table IV) that 
in the years 1946/47, 1947/48, and 
1948/49, the banks provided approxi- 
mately 50% of the lending resources of 
the finance companies included in our 
sample. Other evidence suggests this is 
a representative proportion in these 
years. With the rapid expansion of hire 
purchase after the easing of capital issues 
controls, however, it is most improbable 
that this ratio could have been maintained 
at anywhere near so high a level in later 
years. It has also been seen that from 
1950 onwards the Central Bank tried to 
curb the amount of overdraft finance 
being granted by the private trading 
banks to hire purchase and finance com- 
panies. Since 1950 the burden of invest- 
ment has shifted ** to shareholders and 
investing public. From 1949/50 to 





(16) As shown in Table IV. 


1957/58 overdrafts (of our companies) 
increased £7.4m., shareholders’ funds 
£49.3m. and public borrowing £123.2m 


Until 1953/54 Australian, like British, 
banks were cautious about forming direct 
links with hire purchase companies. In 
the U.S.A., however, the banks, both 
directly and indirectly, were financing 
50% of total consumer instalment debt 
in 1955,1* and this figure is perhaps 
nearer 60% by now. 

The first Australian bank to form an 
association with a finance company 
(Custom Credit Corporation) was the 
National Bank of Australasia, in 1953/ 
54. Since then the other private banks 
have followed suit. The percentage 
holdings of these banks in the total 
ordinary capital of certain Australian 
finance companies as at 30 June, 
1958, is shown in Table XI. '* It should 
be noted that these interests are in the 





(17) Federal Reserve Board, Consumer Instal- 
ment Credit Part I, Vol. 2, p. 53. 

‘18) Early in 1959 the Bank of N.S.W. also 
acquired a 12% holding in the issued ordin- 
ary shares of Australian United Corpora- 
tion Ltd., and a 40% holding in a sub- 
sidiary company of A.U.C. This acquisi- 
tion. however, is outside the period covered 
hy this report. 


TABLE XI.— Trading Banks’ Investments in Hire Purchase Companies 





Associate H.P. 
Company 


Bank 


Bank's proportion of H.-P. 
Co’s Ordinary Share Capital 








Australia & New Zealand 


Industrial Acceptance | 














Bank Ltd. Holdings Ltd. | 14.3% 
| 
sl liealsitpaaamanecamaninie _ iileusiiahiienitis 
Bank of Adelaide Finance Corporation 
Ltd of Australia Ltd. | 40% 
Bank of New South Wales Australian Guarantee 
Corporation Ltd. } 40% 
Commercial Bank of Australia General Credits 
Ltd 45% 
Commercial Banking Co Commercial & General 
of Sydney Ltd. Acceptance Ltd. 40% 
English, Scottish and Esanda Ltd. 100% 
Australian Bank Ltd. 
National Bank of Custom Credit 
Australasia Ltd. Corporation Ltd. 40% 





Source: Published financial statements of Banks and H.P. Companies 
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ordinary capital only. The total amount 
invested in the finance companies shown, 
by the banks detailed in Table XI, was 
approximately £12m. as at 30 June, 
1958. But ordinary capital (vide 
Tables VII and IV) comprised about 
three-fifths of 25% of total funds in 
1957/58 — i.e., about 15% only. The 
banks’ holdings formed not quite a third 
of total ordinary capital and about 4% 
of total funds. Thus, in spite of popular 
opinion, the amount of the private banks’ 
holdings of ordinary capital constitutes 
only a small proportion of total finance 
company funds. By investing in ordinary 
shares (which alone carry voting rights) 
the banks have, however, obtained con- 
siderable control over the finance com- 
panies at a comparatively small cost. 
The banks have also maintained that by 
making new capital issues themselves or 
using accumulated reserves to finance 
their investments in finance companies, 
their shareholdings have not been 
acquired at the cost of their normal 
overdraft dealings. 


In addition to the private banks listed 
in the table, the Industrial Finance 
Department of the Commonwealth Bank 
provides hire purchase loans. The 
amount outstanding at 30 June, 1958, 
was £16.3m. Hire purchase financing 
was also undertaken directly by the E.S. 
& A. Bank prior to the formation of its 
wholly owned subsidiary Esanda Ltd. 
Moreover, Lombard Banking Ltd., one 
of the most rapidly growing U.K. finance 
companies, purchased from shareholders 
of Consolidated Finance Corporation 
Ltd., early in 1958, 60% of the ordinary 
issued capital. On 30 June, 1958 Con- 
solidated Finance accordingly changed 
its name to Lombard Australia Ltd. 
Following the Australian example, 
London’s principal banks moved quickly 
in July and August, 1958, to take up 
shareholdings in the large U.K. hire pur- 
chase companies. Barclays Bank and an 
associated bank purchased a 25% share 
interest in United Dominions Trust, the 
United Kingdom’s largest hire purchase 
company. Four years previously, the 
Commercial Bank of Scotland had bought 
a 100% holding in a Scottish hire pur- 


The Australian Acceuntant, October, 1959. 











chase company, but Barclays was the 
first of the London banks to move into 
the hire purchase field. Subsequently, 
other leading London banks acquired 
interests in large U.K. hire purchase 
companies. 


There is also evidence that the large 
life assurance companies are making 
greater purchases of ordinary shares 
(including shares in hire purchase com- 
panies) in recent years. On 1 July, 
1958, the Mutual Life & Citizens’ 
Assurance Company Ltd., took up £1m. 
ordinary shares in Alliance Holdings 
Ltd., giving it a 44.4% holding and two 
seats on the board. This was perhaps 
the most substantial single investment a 
life assurance company had made as yet 
in a hire purchase organization in Aus- 
tralia. In January, 1959, (somewhat 
outside our period) the same life 
company took up 20,000 10/- shares in 
Lend Lease Corporation Ltd., a real 
estate financier, and £50,000 first mort- 
gage debentures also. The debentures 
are convertible into ordinary shares at 
par, half in 1960 and half in 1961, and 
rank equally with ordinary capital in any 
further share issues. In February, 1959 
Pearl Assurance Co. Ltd., London pur- 
chased 200,000 5/- ordinary shares in 
Associated Securities Ltd., giving it an 
8.1% holding, and also took up 
£250,000 long-term debentures. 


The 1958 balance sheets of three big 
life assurance companies?® show they 
have increased their holdings of company 
shares (in all companies) by approxi- 
mately £10m. in the twelve monthly 
period. This is nearly double the 
inerease in 1957. It is estimated that 
the other life companies would add 
approximately another £5m. to the 1958 
increase. This increase however would 
consist of both new issues and existing, 
or old, shares. There is evidence that, 
while increasing their proportion of new 
issues, the life companies are also 
buying up large portfolios of existing 
shares. 

According to the Commonwealth 
Statistician’s figures for the year ended 





(19) A.M.P., M.L.C. and National Mutual Life 
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30 June, 1957, the banks, life offices and 
superannuation funds contributed £1.6m. 
(3.7%) of new share issues (£43.7m.) 
of listed companies. For the year ended 
30 June, 1958, they contributed £1.7m. 
(4.8%) of the total (£35.3m.), and to 
31 March, 1959, £1.8m. (5.6%) of 
the total (£32.2m. for the nine months). 
Thus for the year ended 30 June, 1958. 
banks, life offices, and superannuation 
funds invested £1.7m. in new issues of 
listed companies; but as the life offices 
increased their shareholdings by about 
£15m. in that year, they must also have 
bought up large parcels of existing shares 
in listed companies, including finance 
companies, or of new shares in unlisted 
companies *°. There thus seems to be 
a clear trend towards greater institutional 
buying of new issues, as well as of 
existing shares. This may stem from a 
conviction that creeping inflation may be 
of rather long-term duration. 


An interesting illustration of the par- 
ticipation of institutional shareholders in 
hire purchase companies was provided in 
September, 1958, when Development 
Finance Corporation Ltd., released a list 
of twenty-eight local and overseas insti- 
tutions holding shares in that company. 
These consisted mainly of local trading 
banks (two), overseas investment com- 
panies (nine), life offices and insurance 
companies (fifteen), and trustee compa- 
nies (two). 


Of even greater importance than share 
capital, however, as a source of funds is 
“Public Borrowing” (as seen in Table 
IV). Expressed as a percentage of total 
funds this has been increasing annually 
for a number of years in the case of 
finance companies. The Commonwealth 
Statistician’s figures show that the amount 
of new fixed interest securities issued 
each year has been also increasing. 


For listed companies, new money 
raised by debentures, registered notes and 
deposits totalled £78.1m. to 30 June. 
1958, as against £35.3m. in new share 





(20) Total new issues of unlisted companies 
for the twelve months to 30 June, 1958, was 
£21.1m 














capital. For unlisted companies new 
money raised by secured loans totalled 
£4.3m. (£21.1m. in new shares). To 
30 June, 1958, the total raised in deben- 
tures, notes, deposits and secured loans 
by all companies was therefore £82.4m. 
(£56.4m. in new shares). To 31 Dec- 
ember, 1958, figures are available, as 
yet, for listed companies only; but these 
figures show that new raisings in deben- 
tures, notes and deposits totalled 
£120.8m. as against £40.7m. in new 
shares. The trend observed in relation 
to finance companies is thus of general 
application. From Table VIII it can be 
seen that our sample of companies 
raised approximately £42.8m. in new 
debentures (including notes) deposits 
and secured loans in 1957/58. (The 
total increased from £87.3m. to 
£130.1m.). But this sample represented 
only 80% of total H.P. debt in that year: 
therefore the figure of £42.8m. is 
conservatively stated as regards finance 
companies as a whole, yet it compares 
with a total of £82.4m. for all companies 
for the twelve months to 30 June, 1958 
(£120.8m. to 31 December, 1958). 
Because some large companies in our 
sample balanced late in 1958, the figure 
of £42.8m. (or more) should be com- 
pared with a total somewhere between 
£82.4m. and £120.8m. It should thus 
be apparent that the great increase in 
the volume of fixed interest securities has 
been considerably contributed to by hire 
purchase activity*'. These issues are 
often aimed at, and sometimes taken up 
as private placements by, the large 
investors (as already seen). At this 
stage it would seem institutional investors 
are seeking investment avenues in deben- 
tures and notes. Although the move into 
ordinary shares may have proved satis- 
factory, the yields from these shares have 
been comparatively low, and there does 
seem to be a need for investments with 
higher returns, which debentures, un- 





(21) “Investors have become increasingly fam- 
iliar with debentures and registered notes 
carrying interest at fixed rates varying 
with the term of the maturity . . . Borrow- 
ing in this manner has been most highly 
developed in the provision of finance for 
hire purchase houses”’. A.N.Z. Bank Quar- 
terly Survey, July, 1959, p. 4. 
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secured notes and even short-term 
deposits are filling. So far, however, we 
have not been able to develop more fully 
this aspect of these investigations *°. 


VI. Conclusions. 


It is now possible to present the 
following main conclusions:— 


1. There has been a great expansion 
in hire purchase trading activity and in 
total outstanding hire purchase debt over 
recent years. It is contended by some 
that this develops the economy and 
increases living standards. Contra argu- 
ments are that it encourages inflation in 
psriods of full employment, and accele- 
rates recessions. Despite these divisions 
of opinion hire purchase finance seems 
to have established itself as a feature of 
the contemporary economic pattern, both 
here and in the U.K., as well as in the 
U.S.A. 


2. Bank overdrafts have shown a 
considerable relative decline as a source 
of funds for finance companies. They 
have fallen from about one half of total 
funds in 1947/48 and 1948/49 to about 
one quarter in 1953/54 and to only 
6.5% of total funds in 1957/58. This 
reduction has come about as a result of 
Central Bank policy in restricting the 
lending activities of the private trading 
banks from 1950 onwards, and particu- 
larly since 1954. 


3. Shareholders’ funds have also 
declined over the period, but to a less 
marked extent than bank overdrafts — 
from 80% of total funds in 1944/45 to 
40% in 1947/48, and then, after a 
continuous and steady decline, to 25% 
or one quarter of total funds in 1957/58. 
The newer companies have relied even 
less on shareholders’ funds than the older 
established houses. 


4. Except for adjustments in the years 
1950/53 (which have been explained) 
“other liabilities” have remained a rela- 
tively constant source of funds — 9.5% 
in 1944/45; 10.2% in 1957/58. 





(22 


) From a long-range point of view another 
possibility is that the finance companies 
may now be able to place commercial 
paper with the recently formed Australian 
short-term money market. 
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5. The most pronounced change has 
occurred in public borrowing. Before 
1949/50 this source was comparatively 
negligible (0.9% in 1947/48; 1.7% in 
1948/49). Since then it has risen 
continuously to almost three-fifths of 
total funds in 1957/58. By successfully 
raising funds on the public money 
market, the finance companies have 
avoided the restrictions imposed by the 
monetary authorities. This shift to 
public borrowing occurred at a time 
when investors were turning (a) to 
ordinary shares and (b) to fixed interest 
securities as a “hedge” against inflationary 
conditions. The shift has also suited the 
finance companies which can now borrow 
on longer terms and lend “short”. 
Furthermore, there are indications that 
the trend towards the fixed interest type 
of public borrowing will continue. For 
example, if the 1 to 3 ratio ** of share- 
holders’ funds to public borrowing 
(mentioned earlier) is applied more 
widely throughout the industry the 
relative proportion of public borrowing 
should continue to rise to something like 
67.5% of total funds and the proportion 
of shareholders’ funds should continue 
to fall to about 22.5%. This conclusion 
is more than substantiated in the case of 
the newer companies (Table VI) where 
public borrowing is 68.5% and share- 
holders’ funds 18.7% of total funds. 


6. The four main sources shown in 
Table IV, with the exception of bank 
overdrafts, have shown absolute increases 
over the years, and total funds have also 
increased rapidly, especially in recent 
years. It should therefore be appreciated 
that a relative “decline”, “percentage” 
or “proportion” really represents an 
absolute increase in amount each year 
(in most cases), but an increase at a 
slower rate. 


7. Banks, assurance companies, super- 
annuation and trustee funds and other 
institutional lenders, including overseas 
houses, are increasing their holdings of 
finance company ordinary shares, and 





(23) One leading company is operating on a 
1 to 10 ratio; another has stated publicly 
it will issue no further capital! 
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(probably) of fixed interest first mort- 
gage debentures also. How far this trend 
will develop remains to be observed but 
it has been seen that in the U.S.A. the 
banks alone contributed about 50% of 
hire purchase finance in 1955. 


8. In spite of claims to the contrary, 
it would seem that amounts which might 
have been advanced to the finance 
companies as overdrafts (had overdraft 
finance not been restricted) have been 
diverted into ordinary shares and perhaps 
debentures; and these shares and deben- 
tures have been taken up on good 
security. For example, the Bank of 
N.S.W. entered A.G.C. at a 30% dis- 
count, and the National Bank entered 
Custom Credit at par. Debentures taken 
up have usually been registered first 
mortgage debentures. The trading banks 
may thus have avoided attempted 
restriction of overdrafts by investing 
funds, which might otherwise have been 
available to finance companies as over- 








drafts, in other types of safe investments 
such as ordinary capital and fixed interest 
bearing registered mortgage debentures. 


Finance companies have thus acquired 
a new status in the Australian money 
market. They have been more or less 
“accepted”. Ties with the trading banks 
have increased their standing as borrow- 
ers, especially in the short-term market, 
and in the competition for available 
funds (e.g. debentures, as seen) they 
have made their presence in the market 
really felt. Advances of the finance 
companies we have studied have increased 
(as also seen) to 37% of the total 
advances of the trading banks. The 
rapid expansion of hire purchase out- 
standing debt has provoked considerable 
discussion as to whether transactions of 
such magnitude should be allowed to 
continue unchecked, or whether they 
should be placed under some restraint, 
like bank advances. That, however, is 
another question. 





BOOK REVIEW 


Annual Reports of Companies—by R. Keith 
Yorston and E. Stanley Owens—The Law 
Book Company of Australasia Pty. Ltd., 
1958, 219 pages. Price: £4.10.0. 


Annual Reports of Companies provides a 
wealth of practical assistance to company 
directors, secretaries and company financial 
management generally. This well-produced 
book contains some of the best examples from 
Australian and overseas company reports. The 
theme throughout the text is for fuller dis- 
closure of information and better reporting of 
corporate affairs. 


The first chapter deals with the development 
of corporate ownership in an interesting and 
entertaining fashion. Subsequent sections deal 
with the importance and the preparation of 
annual reports from the viewpoints of company 
management, employees, shareholders and 
investors generally. Many excellent examples 
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are included to illustrate the points put 
forward. 


This is the first book of its kind in the 
accounting field in this country, and it has 
been presented in a most comprehensive 
manner with many actual examples reproduced 
in colour. It is obvious that a great deal 
of work has gone into its planning and pre- 
paration. 

It is a book designed primarily for the 
higher levels of management, but nevertheless 
would make informative reading for all in the 
commercial field as well as a helpful guide 
to the more advanced accountancy students. 


If a criticism is justified, it could well be 
said that the authors were not provocative 
enough. Had they given their version of how 
an annual report of a company should be 
presented, management thought on this very 
important subject might have been stimulated 
materially. 


— K. F. W. 





The Australian Accountant, October, 1959 











a—s os 06S A, 


The Japan of 
Today 


gee rege by exquisite scenery 
on all sides, the Japan of today is a 
highly industrialized nation, striving hard 
just to hold her own. 


Like many nations of the world, Japan 
has her problems, most of which are 
economic in character. 


Ninety-one million people are confined 
within her limited area; there is no 
overseas outlet for Japan’s overflowing 
population, nor is she favoured with 
natural resources. Only through indus- 
trialization and increased foreign trade 
can Japan find a solution to her 
problems. 


Japan is an old nation whose written 
history dates back thousands of years. 
Illiteracy is almost unknown throughout 


the country. Ancient customs and 
traditions, together with the accumulated 
heritage of art, are well preserved in 
this age of man-made satellites. At the 
same time industrial plans are being 
drawn up to build huge power dams and 
giant ships all to be operated by nuclear 
energy. 


The Emperor: 


The Emperor is the symbol of the 
State and of the unity of the people. 
He derives his position from the will of 
the people in whom rests sovereign 
power. 


As stated in Article I of the Consti- 
tution, he has no powers related to 
government and performs only such acts 
as are stipulated in the Constitution. 
Thus, he appoints the Prime Minister as 
designated by the Diet, and the Chief Jus- 
tice of the Supreme Court as designated 
by the Cabinet. Furthermore, in matters 
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LTHOUGH the Asian and 

Pacific Accounting Convention 
to be held in Melbourne on April 
4 to 7, 1960, is still some six 
months away, it has aroused con- 
siderable interest both in Australia 
and abroad. This interest has been 
made manifest by the early accept- 
ance, by accounting bodies in Asian 
and Pacific countries, of invitations 
to be represented at the Convention. 


Japan has intimated that she will 
be sending delegates to the Con- 
vention and because of that nation’s 
importance in the area it is fitting 
that the fourth article in the series 
on South and South-East Asian 
countries, currently appearing in 
“The Australian Accountant”, should 
deal with that country. 


The articles are being published 
to acquaint members of the Society 
with cultural and economic con- 
ditions currently existing in those 
countries which it is anticipated 
wili be sending delegates to the 
convention. To date the series has 
included articles dealing with the 
Philippines, Korea and India. 


* * 








of State, with the advice and approval 
of the Cabinet, he performs such acts on 
behalf of the people as promulgation of 
laws and treaties, convocation of the 
Diet and the awarding of honours. 


Administration: 


Japan has adopted a parliamentary 
system of government, under which the 
executive and legislative departments are 
not so independent of each other as they 
are in some other countries. Executive 
power is vested in the Cabinet which, 
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consisting of the Prime Minister and not 
more than sixteen Ministers of State, is 
collectively responsible to the Diet. 


The Prime Minister, who is chosen 
from among the Diet members by that 
body, has the power to appoint and 
dismiss the Ministers of State. All 
Cabinet members must be civilians, and 
at least half must be selected from 
members of the Diet. If the House of 
Representatives passes a resolution of 
non-confidence, or refuses to pass a vote 
of confidence, the Cabinet must either 
resign en masse or dissolve the House 
within ten days. 


The Diet: 

The Diet is the highest organ of State 
power and is the sole legislative body. 
It consists of the House of Representa- 
tives (467 seats) and the House of 
Councillors (250 seats). 


The members of the House of Repre- 
sentatives are elected for a four-year 
term. But their term of office can be 
terminated whenever the House is dis- 
solved. The electoral system for the 
Lower House is based on medium-sized 
constituencies. 


The members of the House of Council- 
lors are elected for a six-year term, half 
of the members being elected every three 
years. One hundred out of the 250 
members are from the national constitu- 
ency while the rest are elected from the 
prefectural constituencies. 


Foreign Policy: 

The keynote of Japan’s foreign policy 
is the establishment and maintenance of 
peace based on freedom and justice both 
at home and abroad. Accordingly, 
Japan having assumed her place among 
the free nations of the world, is striving 
earnestly to contribute towards world 
peace by utilizing its new-found voice in 
the United Nations. 

The main principles underlining 


Japan’s foreign policy are, therefore, 
support of the United Nations, co- 


operation with the free nations, and 
maintenance of her position as an Asian 
nation. 
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Meanwhile Japan is faced with three 
vital problems in her foreign relations: 
development of a good-neighbour policy 
with Asian nations, promotion of foreign 
trade and closer co-operation with the 
free democracies. 


Education: 


The modern educational system was 
introduced to Japan in 1872 when the 
government set up primary and secondary 
schools throughout the country. The 
guiding principles of education and of 
Japan’s educational system are to bring 
up a nation which is democratic and 
peace-loving. 


Japanese public education is divided 
into four stages: elementary schools 
(six years), middle schools or junior 
high schools (three years), high schools 
(three years) and universities (normally 
four years). Compulsory education 
lasts nine years at elementary and middle 
schools. In other words all Japanese 
children are required to attend schools 
from six to fifteen years of age. No 
tuition fee is charged at either of these 
two levels of education. Also, special 
schools have been established for the 
blind (75 schools), the deaf and dumb 
(86 schools) as well as the otherwise 
physically handicapped (five schools). 


Agriculture: 

Although Japan is a highly industrial- 
ized nation, agriculture is still a major 
factor in her economy and 45 per cent. 
of her total population is employed on 
farms. Japan, however, lacks sufficient 
land suitable for cultivation. Being a 
group of small volcanic islands, Japan 
has countless hills and mountains, but 
very little flat, arable land. 


The Japanese have to make the best 
possible use of their small plots of land 
through intensive cultivation. Every 
visitor to Japan is amazed at the sight of 
land that has been brought under culti- 
vation, even up to the hill-tops, after 
many years of exhausting labour on the 
part of the farmers. 


Even with the hill-sides being culti- 
vated in terraces, the total land under 
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cultivation is only about 14.8 per cent. 
(13 million acres) of the whole area of 
Japan. This means that the arable land 
available to each farmer is only about 
one-sixth of that available in Germany 
and about one-ninetieth of that available 
in the U.S.A. Large-sized agricultural 
machinery is not widely used as a general 
rule, but farming techniques and the 
productivity of land are remarkably 
high by comparison with those of other 
countries. 


Japanese agriculture concentrates 
mainly on the production of rice, which 
is the staple food of the nation. The 
primary reason why Japanese farmers 
concentrate on food crop production is 
that their agriculture must support a 
large population on what can be raised 
from the small area of cultivated land 
It was not until 1954 that Japanese 
agriculture regained its pre-war level, 
and production has gone on increasing 
since then. 


Forestry: 


Approximately two-thirds of Japan’s 
land area is covered with forests. Wood 
is still the principle building material 
used in Japan, although modern steel 
and concrete buildings are quite numerous 
in the cities. The forests also constitute 
an important source of the supply of 
charcoal which is indispensable as fuel 
and for heating Japanese houses. 


Fisheries: 


The seas with which Japan is sur- 
rounded contain good fishing grounds. 
This is fortunate because the nation must 
obtain much of its food, especially animal 
proteins, from the sea, in view of the 
scarcity of farm land and pasture land. 
Fishing, therefore, has long flourished 
in Japan. 


Operations in international fishing 
grounds constitute the biggest problem 
confronting the Japanese fishing indus- 
tty. Before World War II, Japanese 
fishing boats were active from the 
Okhotsk Sea in the north to the waters 
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in the South Pacific. But conditions 
have changed since the war. Japan must 
now enter into agreements with various 
countries concerned so as not to cause 
international friction. 


A new development in Japanese 
fishery activities is the inauguration of 
joint enterprises with foreign fishery 
interests, through Japanese offers of 
technical services, fish marketing, char- 
tering of fishing boats, and all-round joint 
enterprises. 


Mining: 


Japan possesses a fairly wide variety 
of mineral resources, but the quantity is 
very small. As few of them are able to 
supply even the nation’s minimum needs, 
Japan has to depend on foreign supplies. 


There are approximately 30 different 
kinds of minerals required by the Japan- 
ese industry, of which twelve can barely 


meet the domestic demand. They are 
lead, zinc, arsenic, bismuth, pyrite, 
sulphur, limestone, gypsum, barite, 


silica stone, feldspar and dolomite. 


Japanese coal, one of the most 
important minerals for industry is mainly 
of a low-grade bituminous type. The 
domestic petroleum output can meet 
only 5 per cent. of the nation’s demand. 


Industry: 


Japan started her industrialization in 
the 1880’s, but in the ensuing period, 
remarkable progress has been made and 
she is now ranked among the leading 
industrial nations of the world. 


Up to about 1933, however, light 
industries producing consumer goods 
predominated in Japan’s industrial acti- 
vities. From that year on _ heavy 
industries were encouraged under the 
close protection of the government, and 
especially those concerned with urgent 
military requirements. While such basic 
enterprises as coal mining and steel 
manufacturing registered expansion, 
many new industries sprang up. 
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For instance, Japan did not produce 
even a single ton of aluminium before 
1933, yet the 1944 output of this light 
metal amounted to 136,800 tons. Japan 
was able to turn out only a few scores 
of airplanes about the middle of the 


1920’s. Yet in 1944 a total of 24,000 
was produced. 


Having suffered a severe setback 
towards the close of World War II, 
Japan’s industry faced all sorts of diffi- 
culties in its post-war rehabilitation. Ten 
years later, in 1955, however, the 
production index for the manufacturing 
industry stood at 173.8 on the basis of 
100 for the 1934-36 average. 


Foreign Trade: 


Foreign trade is of vital importance 
to Japan, since she has a teeming popu- 
lation of some 91 million confined within 
her limited territory which is scarce in 
natural resources. 


Japan has never been self-sufficient, 
but conditions wcie generally better in 
the pre-war years, especially in regard to 
the food supply. As a result of her defeat 
in the war, Japan lost 45 per cent. of 
her territory, and much of her not too 
abundant natural resources along with 
it. Today, therefore, Japan must import 
a large quantity of food to feed her 
increased population, and raw materials 
for her industries. Thus Japan’s foreign 
trade follows the formula of importing 


foodstuffs and raw materials and 
exporting finished and _ semi-finished 
products. 


To begin with, the shortage of 
domestic food resources makes it neces- 
sary for Japan to import from $500 
million to $600 million worth of food- 
stuffs annually in order to feed her 


population. Next comes the shortage of 
raw materials for her industries. 
The total values of exports and 


imports, based on commodities which 
were cleared through the customs, during 
the last five years are given in the table 
in the following column. 
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Year Exports Imports 
1954 1,629 2,399 
1955 2,010 2,471 
1956 2,500 3,229 
1957 2,852 4,283 
1958 2,877 3,033 


(Unit, $1 million) 


A remarkable development in Japan’s 
imports is that the importance of raw 
cotton in relation to other items has 
declined in contrast to the marked 
increase of petroleum, scrap iron and 
iron ore, revealing that Japan’s manuv- 
facturing emphasis is shifting from light 
to heavy industries. 


In the export trade, machinery is most 
conspicuous in gaining prominence in 
contrast to the marked decrease of 
raw silk. The accompanying table com- 
pares the pre-war and post-war changes 
in the importance of the countrie: of 
origin and of destination. 


Average 
1934-36 1°58 
(%) (% 
Imports 

U.S.A. 32.3 U.S.A. 34.7 
China 14.0 Australia 7.4 
India and Saudi Arabia 4.8 
Pakistan 12.9 Canada 4.0 
Australia 8.2 Malaya 3.8 
Canada 2.6 Philippines 3.3 

Mexico 0.3 

Exports 

China 32.8 U.S.A. 23.7 
U.S.A. 20.7 Liberia 8.2 
India and U.K. 3.7 
Pakistan 10.5 Hong Kong 3.5 
Indonesia 5.8 Formosa 3.1 
U.K. 5.1 Philippines 3.1 

Australia 2.8 
Compared with the destination of 


exports in the pre-war years Japan must 
now divide a relatively smaller quantity 
of exports among a larger number of 
Asian countries in order to earn the 
same amount of foreign currency, while 
before the war, mainland China, India 
and Indonesia alone took 40 per cent. 
of Japan’s total exports. The Japanese 
export market in those days was much 
more stabilised. 
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Overseas Journals 


Current Problems Discussed in 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Procedures 


“Accounting for Receipts, Payments 
and Dividends” is the title of an article 
by Kenneth Smith in The Accountant, 
25 April. It describes a receipts pro- 
cedure as operated by a large organisation 
in the credit draper trade and a payments 
procedure used by a chain of grocery 
shops and contains a suggestion which 
might be applied to reduce the work in- 
volved in dividend payments. Internal 
check is discussed. in relation to each of 
the activities considered. 


Kenneth S. Most describes a punched- 
card system for purchase accounting in 
“Ledgerless Accounts”, an article appear- 
ing in The Accountant, 11 April. The 
system described, which is based upon an 
actual installation, is a development of 
the voucher system and voucher register 
which eliminates the creditors ledger. 


Accounting Reports 


In the N.A.A. Bulletin, April, J. D. 
Willson outlines ““The Accountant’s Con- 
tribution to Industrial Relations”. He 
deals in particular with the presentation 
of financial statements to employees, de- 
Picting the results of the year’s operations 
from an employee viewpoint, and with 
the preparation of information for use in 
collective bargaining with union repre- 
sentatives. 


Accounting Theory 


In the N.A.A. Bulletin, April, G. 
Crowningshield and G. L. Battista attack 
what they call ““The Self Limitations of 
Accounting” —the substitution of tax 
allowances for accounting principles, un- 
due conservatism, over-emphasis on 
historical costs, and failure to account for 
price level changes. 
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Auditing 

In The Journal of Accountancy, April, 
R. K. Mautz discusses “Evidence, 
Judgment, and the Auditor’s Opinion”. 
He considers the nature and procedure of 
judgment formation in auditing and in- 
dicates four steps that are necessary in 
testing any individual proposition in rela- 
tion to financial statements, viz., recog- 
nition of the proposition, collection of 
pertinent evidence, evaluation of the evi- 
dence, and formation of an opinion as to 
the conformity of the proposition with 
events as the auditor understands them. 
The auditor’s opinion on financial state- 
ments is the result of a complex series of 
subsidiary judgments in which these four 
steps are followed. 


In the New York Certified Public 
Accountant, April, F. N. Tiedemann dis- 
cusses the public accountants’ responsi- 
bility for careful evaluation of the system 
of internal audit in order to determine the 
extent to which he may rely on it. The 
public accountant has a responsibility to 
his client to rely upon the internal audit 
system as much as possible but this first 
involves an examination of the scope and 
efficiency of the system. He also has a 
duty to point out any weaknesses in the 
system and to make recommendations for 
improvement. The author suggests ways 
in which the public accountant may check 
the efficiency of the internal audit system 
in relation to specific classes of assets and 
liabilities. 


Controllership 


Writing in the April issue of The Con- 
troller Joseph Pelej deals with the im- 
portance of oral communication between 
the controller and top management. In 
the author’s opinion, oral communication 
is equally important as, if not more im- 
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— than, the written report, but is 
requently overlooked. In addition to out- 
lining the basic principles of communica- 
tion, the author goes on to demonstrate 
how written reports can be made more 
effective. 


Costing 

An article on “Hospital Costing” in 
The Accountant, 11 April, reviews action 
taken in the United Kingdom in recent 
years to improve costing methods in hos- 
pitals. A working party set up by the 
Ministry of Health in 1953 recommended 
the introduction of a departmental cost- 
ing system and this was introduced in 
English hospitals in 1957. Some of the 
results shown by the first year’s operation 
are indicated in this article. 


There is an article by C. W. Bastable 
in The Controller, March, entitled “‘Base- 
Point Labour Distribution”. What this 
title appears to mean is that the wages 
accrued account should be used as the 
base point from which wages and the 
related holiday and sick pay should be 


charged against the work on which the 
labour is employed. The method involves 
the use of an hourly rate which includes 
an estimate of the cost of holiday and 
sick pay. 


Cost Reduction 


T. L. Carroll, “Cost Reduction through 
Cost Analysis and Methods Improve- 
ment”, Cost and Management, April, 
considers the way in which cost control 
and analysis can be helpful in guiding 
the intelligent application of methods im- 
provement to many important cost 
problems. 


Depreciation 

Writing in The Journal of Accountancy, 
April, on “Economic Depreciation in In- 
come Taxation and in Accounting’’, Paul 
Grady argues that conditions of inflation 
are now an integral part of the United 
States economy. He contends that in these 
circumstances economic depreciation 
should be charged. He reviews proposals 
which have been made for recognition of 
economic depreciation for income tax 


purposes. 
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Distribution Cost 

Selling and distribution costs should be 
separated because sales are the cause of 
distribution costs but the effect of selling 
costs. W. L. Spalding, “‘Se:ling and Dis- 
tribution Costs”, The Cost Accountant, 
April, discusses the control of selling 
costs through the use of budgets and cost 
ratios; and suggests that temporary 
capitalisation of selling costs may be ad- 
visable for costing purposes. 


Education 

“How We Train Our Accountants to 
Think Like Managers” is described by L. 
W. Brummer in the N.A.A. Bulletin, 
April. In his company, each cost 
accountant has his office in the produc- 
tion area and acts as staff assistant to 
the manufacturing superintendent of that 
area. Special assignments and weekly 
classes are used to supplement on-the-job 
training. In the same issue, G. J. Klacik 
puts forward “‘A Proposal to Improve 
Accounting Education by Certifying In- 
dustrial Accountants”’. 

Internal Auditing 

The Accountant, 18 April, publishes 
“Internal Auditing in the United King- 
dom”, in which is given an abridgement 
of the result of a survey recently under- 
taken by the London Chapter of the In- 
stitute of Internal Auditors. Thirty-nine 
organisations, employing between them 
more than 1,100,000 workers, replied to a 
questionnaire issued for purposes of the 
survey. The report is set out under the 
following headings: Scope and Responsi- 
bility, Organisation, Auditing Methods 
and Reporting Practice, Internal Audit- 
ing. 

In the Internal Auditor, March, R. E. 
Seiler discusses the operational audit as 
an extension of management control. 
Such an audit, as distinct from the 
generally accepted role of the internal 
auditor as essentially a financial auditor, 
involves an evaluation of the extent to 
which intermediate management is fufill- 
ing the general objectives set by top 
management. It may involve such ques- 
tions as effective use of personnel, the 
workload of a department, productivity 
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and quality of work. The paramount 
question is ““Can it be done better, at less 
cost, and still meet the objectives of 
management?” 


Inventory Control 

In The Controller, April, Charles F. 
Morgeson presents a paper entitled 
“Financial Aspects of Inventory Control’’. 
For this paper he has drawn on the ex- 
erience of a substantial American manu- 
acturing company. The paper covers 
broad financial aspects of inventory con- 
trol; methods of control used by the firm 
in question; and concludes with a forecast 
of changes in method likely to occur in 
the future. 


Management Accounfing 

In an article entitled “‘Control Through 
Accounting” in the March issue of the 
Accountants’ Journal (U.K.), T. J. Bar- 
rett gives an interesting analysis of the 
attitudes of mind of management and 
accountants that stand in the way of im- 
proved managerial control in the hotel 
industry. He suggests that the hotel in- 
dustry, being one in which a high level of 
fixed capital is employed, needs to be 
accounted for in such a way as to show 
very distinctly the effect of the relation- 
ship of actual to capacity activity on 
profit. 


Management Planning and Control 

Planning differs from forecasting in that 
planning implies acting to affect the 
course of progress, while forecasting does 
not include the function of altering poli- 
cies to take advantage of, or protect 
against, projected business conditions. G. 
G. Fisch and D. L. Jacoby, “Long Range 
Planning— An Approach to Leader- 
ship”, Cost and Management, April, out- 
line some of the basic facts about long 
range planning. 
Matt ti 

George A. Taylor, in the April issue 
of The Controller, discusses the employ- 
ment of mathematics as an aid to 
management in making spending de- 
cisions. The paper deals chiefly with 
decisions which relate to expenditure on 
fixed assets, which are subject to deprecia- 
tion and have the common characteristic 
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that all involve future, as well as current, 
spending commitments. The writer re- 
gards such expenditure as investments 
and considers that mathematics can be 
used to advantage in reaching the decision 
whether to make the expenditure or not, 
in each of the cases illustrated. 


Non-Profit Institutions 


‘Capital Expenditures and Depreciation 
for Non-Profit Institutions” forms the 
subject of an article by E. W. Baldassare 
in the New York Certified Public 
Accountant, March. He examines the 
question in relation to two types of in- 
stitution, namely, universities and hos- 
pitals. For non-profit institutions the 
matching of costs against revenue may not 
be so important as the problem of con- 
fining out-of-pocket expenditures within a 
set financial budget. Where non-current 
assets are provided from special funds, 
the basic problem is one of accountability 
for the funds so provided, and this 
accountability may be effectively con- 
trolled by recording assets acquired at 
cost, without periodic adjustment for 
depreciation. 

Standard Costing 

The valuation of inventories at standard 
cost is considered by S. A. Zeff in the 
N.A.A. Bulletin, April. He concludes 
that, from a theoretical standpoint, in- 
ventories should not be valued at standard 
cost; instead, all variances other than idle 
capacity should be apportioned between 
inventory and cost of sales. The fre- 
quent use of standard costs in financial 
statements is explained as “‘a result of 
practical necessities, and not theoretical 
blessing”. 





Addresses of Journals referred to Above 


Wile, Gegeuntnnt= ae Basinghall Street, London, 

Cost and Management—31 Walnut Street, 
South, Hamilton, Ontario, Canada. 

The Journal of Accountancy—270 Madison 
Avenue, New York 16, N.Y. 

N.A.A. Bulletin—6505 Park Avenue, New York 
22, N.Y. 

The Cost Accountant—63 Portland Place, 
London, W.1. 

bbe. naam Park Avenue, New York 16, 


The Accountants’ Journal (U.K.)—22 Bedford 
Square, London, W.C.1. 

New York Certified Public Accountant—677 
Fifth Avenue, New York 22, N.Y. 
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AUSTRALIAN SOCIETY OF ACCOUNTANTS 





Applications are invited for 


a full time appointment in Melbourne of 


TECHNICAL OFFICER 


DUTIES: Promotion, co-ordination and supervision of research 
work, technical activities, publications and public relations of 
the Society. This is an interesting position providing scope for 
original thought and initiative. 


QUALIFICATIONS: A sound academic knowledge of account- 
ancy, experience in its practical application in commerce and 


industry and organising ability. 


Work envisaged calls for a 


facility in written expression. 


SALARY: A commencing salary of £2,000 a year, plus super- 
annuation benefits, will be available to the successful applicant. 


APPLICATIONS: Written applications to the General Registrar 
of the Society, 37 Queen Street, Melbourne, will close on 
Monday, 2 November, 1959 and will be treated as confidential 





APPOINTMENT OF EXAMINERS 


N accordance with the regulations, appoint- 

ments of chief examiners, assistant 
examiners and moderators in all papers of 
the examinations of the Society become 
vacant at 31 December, 1959—the end of 
the three-year term of appointment. 


In addition to chief examiners in all papers, 
assistant examiners are required in the subjects 
of stages 1 and 2 of the examinations and 
moderators in the subjects of Advanced 
Accounting, Parts A and B of stage 3. 


Each examiner will be appointed for a 
period of one year (two examinations) in the 


first instance. If satisfactory, his appointment 
will be confirmed for the remainder of a 
three-year term. Moderators will be appointed 
for one year only. 


Full particulars of duties and the scale of 
fees will be supplied by any State Registrar 
on request. 


Applications are invited for all positions 
They should contain full particulars of quali- 
fications and experience and be lodged with 
the General Registrar of the Society, 37 Queen 
Street, Melbourne, C.1., not later than 31 
October, 1959. 
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Listing the names of members of the Aus- 
tralian Society of Accountants and of The 
Australasian Institute of Cost Accountants who 
have been advanced recently in status, with 
the names of new members and those whose 
names for various reasons have been removed 
from the registers. 


Australian Society of Accountants 
VICTORIA 


Provisional sone: Beeson, I. a 
Hatton, D. S.; Ho, K. O.; Liew, K. C.; 

x ¥3 Steele, - me Turner, BR. <3 Vem 
i N. 

Associates: Avery, R. W.; Burke, B. J.; 
Canavan, D. J.; Driver, H. E. J.; Fleming, 
W. J.; Gill, K. J.; Guest, B. G.; Hain, H. P.; 
Helliar, F. C.; Miles, N. K.; Morwood, a 
McD.; Munday, L. R.; Murphy, | ot 
McCleery, C. M.; McKenzie, R. C.; McMillan, 
I. M.; Nicholson, R. B.; Phillips, J. B.; Reid, 
J. B.; Scott, G. F. J.; Sherington, w. a 
Sherry, M. J.; Stannard, C. R.; Strahan, I. N.; 
Symons, H. N.; Tierney, E. R.; Tucker, A. 
K. R.; Tyson, R. J.; Walsh, N. J.; Williams, 
L. E. 


Advanced to Associate: Benson, J. S.; 
Kendrick, B. McL.; Veen, W. M. S. 

Advanced to Fellow: Lohrey, I. E. 

Removed from Register: Resigned :— 
Briggs, L. P.; Martin, A. N.; McKenzie, S. 
W., Mrs.; Pearce, A. M., Miss; Shannon, H. 
M., Miss; Thomson, R. J. 


NEW SOUTH WALES 


Provisional Associates: Baikovsky, E. A.; 
Block, R. O.; Charles, E. B.; Cleary, D. J.; 
Donoghue, J. D.; Hopwood, L. R.; Miskelly, 
N.; Payne, R. W.; Riley, J. 

Associates: Atkins, D. R.; Davis, I. C.; Day, 
G.; Dodson, D. E.; Douglas, G. W.; Eltoft, 
A. E.; Greenwood, N.; Greenwood, P. M.; 
Griffin, R. J.; Horrigan, S. L. H.; Illingworth, 
G. P.; Kammel, P.; Kew, N. J.; Maloney, N. C.; 
McIntyre, R. M.; McKechnie, R. J.; McNally, 
R. T.; McVeity, M.; Rauch, L.; Roberts, J. A.; 
Robertson, B. M.; Robertson, J. I.; Ross, G. N.; 
Stewart, R. B.; Storr, J.; Sully, R. J.; Wilcox, 
G. G.; Wilkie, R. P.; Yuill, G. A. 

Advanced to Associate: still, E. G.; 
Dawson, J. P.; Hammond, R. N.; Koller, W. F.; 
Leahy, J. W.; Moore, J. W.; Schoenfeld, C. 

Advanced to Fellow: Hodges, C. S. 

Removed from Register: Deceased:— 
Cockshaw, J. S.; Grosvenor, A. E.; Parsons, 
A. J. Ry Prior, » Ge Tudor, K. D. 
Resigned:— Clark, J. H.; Oliver, A. M. 


QUEENSLAND 


Associates: Anderson, G. D.; Barrett, D. 
E., Miss; Birkbeck, A. J.; Brake, L. G. M.; 
Brown, M. J.; Byrne, E. H.; Conway, H. J.; 
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Currie, A. W.; Dowling, L. R.; Gibbons, N. A.; 
Hadden, G. R.; Hurwood, J.; Mimnaw, R. F.; 
O'Neill, A. J.; Reardon, J. D.; Waterhouse, 
L. C.; White, 

Removed from’ Register: 
Casey, J. J.; Collier, C. S. 


WESTERN AUSTRALIA 


Previsional Associates: Gaines, D. J.; 
Hosking, D. K.; Payton, G. R. 

Associates: Bennetts, M. H.; Haigh, J. P.; 
Hardisty, R. M.; Kelsall, D. V.; Miocevich, 
G. M.; McGinnity, K. a Oliver, _ 
Roberts, J. W.; Willesee, W. F 

Removed from Register: Deceased:— 
Kelly, B. W. Resigned:— Chisholm, M. B., 
Mrs. 


Deceased: — 


SOUTH AUSTRALIA 
Provisional Associate: Burns, B. P. 
Associates: Dew, R. L.; Doyle, J. H.; 

Doyle, M. J.; Hatcher, B. F.; Holland, W. R.; 
Letheby, D. N.; O’Malley, H. M., Miss; 
Peacock, K. L.; Purcell, F. H.; Tamlin, D. M. 
Removed from Register: Resigned:— 
Leak, D. R. 
TASMANIA 


Associates: Anderson, A.; Wallace, A. G. 


Advanced to Associate: Thomas, D. R. 
OVERSEAS 
Associates: Deering, J. J.; Flynn, T. D.; 


Higgins, T. G.; Kent, R. E.; Stewart, J. H.; 
Ward, E. 


t 








Australasian Institute of Cost 
Accountants 
VICTORIA 

Brown, H. G.; Meehan, J. R. 


NEW SOUTH WALES 
Provisional Associates: Dingwall, K.; Gray, 
; Murden, D.; Peretz, K.; Sullivan, D. P. 
‘Aanociater: Corbett, R.; Lynch, P. G.; 
Martin, A. S.; Proctor, J. M. V.; Simpson, 
W. F. N.; Varaday, A. F. 


Associates: 


Removed from Register: Deceased:— 
Cockshaw, J. S.; White, S. U 
QUEENSLAND 
Provisional Associates: Brown, G. E.; 
Wilson, L. M 


SOUTH AUSTRALIA 


Provisional Associate: Martin, B. P. 

Associates: Day, I. M.; Johnson, G. B.; 
Miller, R 

Advanced to Associate: Peters, G. P. 

Advanced to Fellow: Moffatt, A. 





Financial Notes 


HE past month saw some easing of 

the company take-over fever. Per- 
haps it was too fierce to last for long, 
yet company managements would not be 
advised to become complacent about the 
situation. The idea has caught on, and 
from now on the opportunities of making 
an acquisition will not be far from the 
minds of expansion-minded company 
managements. 


Of some importance, however, is the 
behaviour of company managements in 
the event of a take-over operation. The 
surge of acquisitions has found the 
various Companies Acts, even the more 
recent enlightened ones, inadequate. This 
is unfortunate because many take- 
overs engender strong feelings in the 
directorates concerned, if not outright 
hostility. It is possible, in such circum- 
stances, for the ordinary investors to 
suffer. 


The Stock Exchanges moved on this 
matter during September. At the 
Australian Associated Stock Exchanges 
conference, held in Sydney, certain 
recommendations were made in _ this 
regard. One was a fairly obvious out- 
come to the now famous Adelaide 
Steamship Co. Ltd. take-over bid. It 
might be remembered that the Adelaide 
Stock Exchange suspended the Adelaide 
Steamship Company’s shares from listing 
temporarily at one stage (and the Stock 
Exchange of Melbourne for a longer 
period) on the score that the company 
had not disclosed the terms of the offer 
made by H. C. Sleigh Ltd. This dis- 
ciplinary action was negatived to some 
extent, however, by the fact that other 
Exchanges were trading in the shares. 


At the Sydney conference, the Ex- 
changes recommended uniform action, in 
that “Where the directors of a company 
have reached a decision on a take-over 
offer, but have not published details of 
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it, trading in the shares should be 
suspended until the terms are disclosed”. 


This was a valuable protection for 
shareholders and the investing public 
generally. There would not be specu- 
lation without knowledge of the actual 
terms of the offer. However, some of 
the other recommendations went even 
further. The conference expressed, 
“concern at the action of some company 
directors who had sold their sharehold- 
ings, amounting to a controlling interest, 
without ensuring that a simultaneous and 
similar offer was made to all holders of 
the same class of shares”. 


Here is a point on which there has 
been much discussion in financial circles. 
There have been some examples among 
public companies of the directors, or 
perhaps a dominating director, selling 
out to another party — a sort of selling 
of the company over the heads of the 
shareholders. This has meant that there 
has been a complete change in the top 
control of the company concerned, with- 
out any reference to the shareholders. 
In defence, it has been argued that a 
director should have the same right as 
has any shareholder to sell his holdings 
whenever he thinks fit. This matter 
could be made the subject of further 
discussion. However, the Stock Ex- 
changes have made their point clear and, 
in their capacity of guardians of the 
investing public, their move was a good 
one. 


om * . 


HE well-discussed point of share 

placements by public companies 
instead of the traditional jssue to share- 
holders had another airing last month. 
Ampol Petroleum Ltd., which had made 
a placement in Australia privately through 
a firm of sharebrokers, raised the ire of 
the London share jobbers. 
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These people stopped dealings in 
Ampol shares and reported the matter 
to the London Stock Exchange Council. 
According to The Times, dealers were 
critical because the issue took the form 
of a placing, instead of a “rights” issue; 
because none of the shares were made 
available in London; and because, in 
relation to the market price, the issue 
price was too low for a placing. (London 
information was astray on this last 
point). 


The Financial Times reported that 
a “most unsatisfactory situation existed 
between Ampol Petroleum and the con- 
siderable body of United Kingdom share- 
holders in the company”. According to 
this paper, news of the placings was not 
known until some time after it had 
occurred. 


It has been argued in defence of the 
company’s action that it would not have 
been practicable for a proportion of the 
placement to have been reserved for 
London investors. However, one point 
might be clear, Ampol which until now 
has had a superb relationship with the 
investing public, has now been the subject 
of adverse publicity. It is difficult to 
defend the company. The idea of a 
share placement was contrary to past 
policy, and for this reason the company 
could have been criticised in Australia 
as well as in London. The London 
people, however, had the additional 
grievance that Ampol had, by listing its 
shares in London, invited London sup- 
port for its shares. London had liked 
Ampol shares, it had appreciated the 
growth factor and, no doubt, the apparent 
policy of offering shareholders partici- 
pation in the growth by way of rights to 
new capital. A placement, therefore, 
would have been something of a sur- 
prise and, into the bargain, there was 
the additional factor that all the shares 
were sold in Australia. 


The fact seems to be that a placement 
will in most cases invite criticism. It 
seems only fair practice for managements 
to give some idea of company policy in 
advance. 


If they are to use the place- 
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ment idea they should give some 
indication of it. Shareholders would 
then know that their benefit would be of 
a deferred nature (higher dividends or 
bonus share issues as a result of the 
supercharged earnings), rather than pro- 
gressively in the form of share issues at 
par, or at a premium substantially below 
the market price. Even so, a placement 
to clients of a sharebroker rather than 
to shareholders would always be likely 
to bring criticism. One suggestion which 
has been put forward by a financier 
(who is in favour of placements at a 
figure pitched close to the market) is 
for the placement to be underwritten by 
a sharebroker but offered in the first 
place to the shareholders of the company 
concerned. 


. + ” 


OT all people are saying that the 

share market is riding for a fall. 
At last month’s annual meeting of Aust- 
ralian United Investment Co. Ltd., the 
chairman anticipated continued demand. 
He said that there was no strong reason 
to expect any serious reduction in invest- 
ing interest in Australian securities. 
Other observations included: 


® Stimulus to the investment market 
was likely to continue, although it was 
likely to be checked from time to time 
by the level of share prices. 


@ Basically, the market could expect 
to attract support both from internal and 
external sources. 


@ Volume of Australian savings was 
likely to continue at a high level and 
overseas interest was still growing. 


. * + 


OOL prices have failed to live 

up to their initial high promise. At 
the end of last month it seemed that 
half of the first price rise had been lost. 
At the first of the season’s sales in 
August, prices were between 1212 % and 
15 per cent. above those at the close of 
the previous season’s sales. Since then 
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the rise has been cut to about one half 
of this. 


Reasons for this slide seem to be that 
the high prices of the opening sales were 
not being maintained because the big 
surge of orders to replenish depleted mill 
stocks proved to be short-lived. 










However, the trade is not unduly 
pessimistic. World consumption of wool 
is rising and this must provide a solid 
basis for improved wool prices. 










HEN the September Common- 

wealth loan was announced, some 
financial observers considered it to be 
a severe test of the strength of the money 
market. The £50 million sought was 
the biggest since the November, 1954, 
loan of the same amount which failed 
dismally. Since that time loans have 
been of only £30 million, but have been 
successful. 











At the present time, the financial 
climate could not be healthier. The 
Treasury was sufficiently confident with 
the latest loan to shade the interest rates 
on the shorter term securities. The 
anticipation could not have been better. 
Despite the bigger amount sought, the 
loan was an outstanding success—some 
£58.5 million was raised, the best re- 
sponse for a long time. 












The result has important implications. 
Continued success of the loan market 
could well offset the £61 million deficit 
budgeted for this year by the Federal 
Treasurer. 














NE of the most interesting events on 

the recent Stock Exchange calendar 

has been the visit to Australia of Mr. 
G. Keith Funston, president of the New 
















York Stock Exchange. Mr. Funston is 
not merely the president of the moment, 
he is a dynamic figure who has been 
very largely responsible for transforming 
the face of Stock Exchange investment 
in the United States. His message is 
“Peoples’ Capitalism” — the idea that in- 
vestment must be opened to the smallest 
investor, and furthermore that it should 
be made easy for him to invest. 


It doesn’t necessarily follow that the 
presence of this successful man in Aust- 
ralia will be sufficient to revolutionise 
our approach to investment, yet his visit 
had some impact, whether we follow 
now or at some later date. In Australia 
there had been knowledge of the New 
York methods, of course, and some of 
the more enterprising Stock Exchange 
members had tended to adopt some of 
the New York ideas. However, there 
had been opposition by some brokers to 
such devices for the convenience of the 
small and new investor as the Monthly 
Investment Plan or, as it is called in 
Melbourne, the Instalment Investment 
Plan. It might be observed that the visit 
of Mr. Funston will strengthen the hand 
of the progressives against that of the 
stay-puts. 


F domestic Stock Exchange signifi- 
cance, however, was the thought 
inspired by Mr. Funston’s office. He is 
an executive president; he is not and 
never has been a sharebroker. The local 
set-up is for the brokers to elect a com- 
mittee and a chairman from their own 
ranks, and for the elected representatives 
to carry on their own business as well 
as their Stock Exchange duties. 


Last month, in both Melbourne and 
Sydney, brokers were inclined to discuss 
the advantages of the American system. 
It might be considered that our markets 


have grown sufficiently to warrant 4 


move towards the American pattern. 








602 





The Australian Accountant, October, 1959. 


















LETTER TO THE EDITOR 


WHAT ARE FUNDS RETAINED? 


The Editor — Sir, 

A question in company accounting which 
appears to be rather a controversial one is 
the interpretation of certain balance sheet 
items in arriving at the all-important decision 
—to include or to exclude as funds retained 
within the business? 

I refer to the seemingly simple task of 
compiling a funds statement and properly 
deciding which items may prudently be taken 
as funds retained within the business for both 
capital and extensive maintenance expenditure 
each financial year. 


Would readers care to express an opinion 
on including or excluding for this purpose, 
the following items appropriated at the previous 
balance date? 

1. A transfer to general reserve. 

Transfer to provision for increased cost 
of plant replacement. 

Provision for special maintenance. 
Provision for bad debts. 

. Provision for stock losses. 

. Depreciation written off. 

Wherever you throw this question into the 
ring of discussion it causes wide variation of 
opinion for one reason or another. Discussion 
in the journal might prove to be stimulating 


and interesting. “Company Accountant.” 





BOOK REVIEW 


Introduction to Market Analysis by David T. 
Bottomley. Published by the Market 


Research Society of Victoria. Price: 
13/6. 


The literature of market research and 
analysis is now a wide and ever expanding 
field. Notwithstanding the wealth of text 
book material available, the Australian student 
of market research has hitherto lacked a text 
set against the Australian economic background 
and statistical pattern. 


This lack has been the more keenly felt as 
the increasingly competitive business conditions 
of the past two years have sharpened sales 
executives’ awareness of the importance of 
scientific marketing method. 

Introduction to Market Analysis is therefore 
a most timely contribution. It should be 
welcomed not only by students of market 
analysis but by a wider business audience. 


Mr. David Bottomley has been chairman 
of the Market Research Society of Victoria 
for the past two years. He has had a wide 
practical experience of market analysis; is 
thoroughly familiar with the Australian 
business environment and is thus well equipped 
to write on marketing matters. 


Introduction to Market Analysis is practical 
and easily read. The earnest student, desiring 
greater detail, will find it has been designed 
for use in conjunction with one of the major 
Standard texts such as Richard D. Crisp’s 
we Research (McGraw-Hill, N.Y., 

7). 


The topics covered include: Definitions, 
History, Scope and Importance of Marketing 
Research, The Economic Background to 
Market Analysis, Using Available Facts, The 
Techniques of Consumer Surveys, Judging a 
Survey Report, Approaching a Marketing 
Problem, and Market Research in Advertising. 
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NEW BOOKS 


Recent additions to the Society’s Central 
Library, Melbourne. Requests for books 
should be made through Divisional 
libraries. 

Integrated cost control in the office. Frank 
M. Knox. New York: McGraw-Hill, 1958. 
293 pp. 

_ Introduction to work study. International 
Labour Office. Geneva: 1959. 355 pp. 

Management accounting for agriculture. 
S. V. P. Cornwell. London: Gee and Co., 
1957. 84 pp. 

Managers; a study of their careers in in- 
dustry. R. V. Clements. London: Allen and 
Unwin, 1958. 200 pp. 

Modern banking, 4th ed. R. S. Sayers. 
London: Oxford University Press, 1958. 330 


Preparing the office manual. M. Graham 
Kellog. New York: American Management 
Association, 1959. 72 pp. 

Problems of capital formation in under- 
developed countries. Ragnar Nurkse. Oxford: 
Blackwell, 1958. 163 pp. 

The story of Australia. A. G. L. 
London: Faber, 1958. 308 pp. 

Taxation in Australia. Walter W. Brudno 
and a research group in the Faculty of Law 
of the University of Sydney, under the direction 
of K. O. Shatwell. Boston: Little, Brown and 
Co., 1958. 326 pp. 

Taxation in Brazil. Henry J. Gumpel and 
Rubens Gomes de Souza. Boston: Little, 
Brown and Co., 1957. 374 pp. 

Taxation in Mexico. Henry J. Gumpel and 
Hugo B. Margain. Boston: Little, Brown and 
Co., 1957. 429 pp. 

Taxation in the United Kingdom. Walter 
W. Brudno and Frank Bower. Boston: Little, 
Brown and Co., 1958. 534 pp. 

Unit trusts and how they work, 2nd ed. 
C. O. Merriman. London: Pitman, 1959. 
123 pp. 


Shaw 
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NEWS AND NOTES 
Australian Society of 


Accountants 


NEW SOUTH WALES 
Members’ Luncheon 


Approximately 300 members and _ guests 
were present at the members’ luncheon held 
at the Trocadero, on 23 September, 1959. 
The guest speaker was Mr. C. O. Turner, 
C.B.E. chief executive and general manager 
of Qantas Empire Airways Ltd. The title of 
his address was “Jet Flight”. 


During the course of a most informative 
address, Mr. Turner outlined the development 
of aeroplanes from the piston engine type of 
former years to the pure jet of today and 
referred to the Boeing 707 jets used by Qantas. 
These were most popular with passengers and 
aircrews. He stated that Qantas, with its 
Boeing 707 jet aeroplanes and B.O.A.C. with 
its Comet IV jet aeroplanes, working in con- 
junction, resulted in the provision of a global 
air transport service second to none. Referring 
to the future, Mr. Turner forecast that the 
time would come when Australia’s internal 
airlines would be equipped with pure jet 
planes and the United Kingdom would be 
within eight hours flight of Australia. 


The vote of thanks was moved by Mr. A. 


S. Deane, F.A.S.A., a member of the 


Divisional Council. 


Members’ Refresher Course 


The series of three lectures on “Taxation 
Law and Practice” was held at Stawell Hall, 
Sydney, on 20 and 27 August and 3 
September. 

The first and second lectures were entitled 
“Sales Tax— Who Pays and How Much?”, 
and were delivered by Mr. H. R. Irving, 
F.A.S.A., partner, Messrs. H. R._ Irving, 
Aynsley & Co. 

The audience was requested by the chair- 
man at the first lecture to submit questions 
in writing to the State Registrar, or to defer 
them until the second lecture. Judging by the 
questions forwarded to the office and those 
asked by the audience, Mr. Irving’s lectures 
were most popular. 


The third lecture was delivered by Mr. J. 
McKellar White, F.A.S.A., partner, Messrs. 
J. McKellar White and Associates, on the 
subject “New South Wales Land Tax”. 


State land tax legislation has been in force 
for only a comparatively short time and this 
was the first occasion that a lecture on the 
subject had been delivered to members in 
Sydney. In the course of a most instructive 
address, Mr. McKellar White illustrated the 
ramifications of land tax and explained how 





BATHURST CONVENTION 


The N.S.W. Division of the Society is to 
hold a week-end convention at Bathurst com- 
mencing on Friday evening, 13 November and 
concluding at midday on Sunday, 15 Nov- 
ember. The convention will be officially 
opened by Alderman G. F. Fish, Mayor of 
Bathurst. The programme is as follows:— 


Friday — 8.00 p.m.: Informal reception at the 
Leagues Club. 


Saturday — 9.00 a.m.: Official opening by 
Alderman G. F. Fish, Mayor of Bathurst, 
followed by a presentation of a paper by 
Associate Professor W. J. Stewart, B.Com., 
A.A.S.A., Associate Professor of Account- 
ing, University of New South Wales, 
entitled “The Problem of Valuations in 
Annual Financial Statements and_ the 
Relationship of the Auditors’ Report”. 


12.45 p.m.: Luncheon at Leagues Club. 
1.50 p.m.: Alternatively tour of district 
or sporting activities. 


6.00 p.m.: Convention dinner at Heath’s 
Rainbow Room. 
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7.45 p.m.: Presentation of a paper and 
screening of a film on electronic data 
processing. 


Sunday — 9.30 a.m.: Presentation of a paper 
by Mr. J. A. Lee, B.A., LL.B., entitled 
“Gift, Estate and Stamp Duties and 
Income Tax”. 

12.30 p.m.: Convention closes. 


Accommodation 
Accommodation has been reserved at the 
Park, Royal and Knickerbocker Hotels. 


Transport 

Air: Depart Mascot, 3.30 p.m. Friday, 
arrive Bathurst 4.20 p.m.; Depart Mascot 7.10 
a.m. Saturday, arrive Bathurst 7.55 a.m; 
Depart Bathurst 4.40 p.m. Sunday, arrive 
Mascot 5.25 p.m. 

Rail: Depart Sydney 7.15 p.m. Friday, 
arrive Bathurst 12.20 a.m.; Depart Bathurst 
5.9 p.m. Sunday, arrive Sydney 10.24 p.m. 


Registration 

Registration forms should be lodged at the 
office of the Society, 5 Bligh Street, Sydney, 
by Friday, 30 October. 
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it would apply in many diverse sets of circum- 
stances. The many and varied questions which 
followed the address were evidence of the 
keen interest of the audience in the subject. 


Endowed Lecture 


The seventh annual lecture endowed by 
the Society in the University of Sydney was 
delivered by Mr. A. C. Goode, F.A.S.A., on 
10 September, in the new Chemistry Building. 
The subject of the lecture was “Trends and 
Developments in Company Finance”. 


Mr. Goode, who is a member of the Stock 
Exchange of Melbourne and principal of the 
firm of Messrs. A. C. Goode & Co. stock and 
share brokers, delivered a most interesting 
address to an audience of approximately 750 
people. 

Commentaries were presented by Mr. E. L. 
Wheelwright, Senior Lecturer in Economics, 
University of Sydney and Mr. E. B. Cheetham, 
F.A.S.A., a member of the Divisional Council. 


Prior to the lecture a dinner was held in 
the University Union, guests present including 
— Messrs. D. Adams, R. F. Arthur, Professor 
S. J. Butlin, Messrs, A. B. Cleland, J. E. 
Gilles, A. C. Goode, A. D. Meares, H. G. 
McCredie, P. N. Packham, A. E. Shaw, A. 
Stewart-Richardson, Associate Professor W. J. 
Stewart, Messrs. H. L. Thomas, E. L. Wheel- 
wright and B. Lovett. 


WOLLONGONG BRANCH 


The State president, Mr. R. Keith Yorston, 
B.Com., F.A.S.A., delivered a lecture entitled 
“Disclosure and the Annual Peport” to a large 
gathering of members of the Wollongong 
Branch and local businessmen on 11 Septem- 
ber. 


Mr. Yorston said that there is an obligation 
on management and accountants to move to 
a fuller disclosure of the state of a company’s 
financial affairs than the existing statutory 
requirements demand. He also discussed 
disclosure, valuations, accounting concepts, 
depreciation, presentation, sales turnover and 
operating statements in relation to the pre- 





The Qualified Accountants’ and Secretaries’ 
Catholic Guild of St. Vincent de Paul 


ANNUAL DAY OF RECOLLECTION 


The Guild is holding an Annual Day of 
Recollection at the Convent of the Sacred 
Heart, 93 Elizabeth Bay Road, Elizabeth Bay 
on Sunday, 15 November, 1959, commencing 
at 10 a.m. with Holy Mass. 

Further particulars regarding this function 
and also about membership of the Guild may 
be obtained from Mr. R. F. McNally, 


A.A.S.A., C/- Messrs. Ure, Lynam & Co., 
306 Pitt Street, Sydney. 













1959. 
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paration and presentation of the balance sheet 
and annual report. 


Personal 


Mr. G. R. Felser, F.A.S.A., A.C.A.A., has 
admitted Mr. A. F. Russell, A.A.S.A., into 
partnership and the practice is being carried 
on under the name of Messrs. G. R. Felser 
& Co. at 142 Phillip Street, Sydney. 


VICTORIA 


Monthly Luncheon 


His Excellency Mr. T. W. L. MacDermot, 
High Commissioner for Canada in Australia, 
spoke to members on the subject “Accounting 
For Canada” at the September luncheon. He 
outlined to members the progress being made 
on the interchange of information between 
Australia and Canada. 


Current Accounting Forum 

Mr. W. Goldsworthy, office manager, Kraft 
Foods Ltd., spoke to a large group of inte- 
rested members at the September meeting of 
this group. The subject, “Streamlining Clerical 
Operations”, dealt with work study in the 
office. At the meeting, 25 members expressed 
interest in a study group on the subject and 
the first meeting of the group has since been 
held and regular meetings will be held in 
future. Any members interested in joining 
this group should contact the State Registrar. 





N.S.W. LAND TAX 


The New South Wales Commissioner of 
Land Tax advises that the position of holders 
of units in the Australian Land and Buildings 
Trusts Nos. 1 and 2 in regard to liability to 
land tax, has been under consideration by his 
office. 


Examination of the Trust Deeds and other 
information supplied by the Australian Land 
Trusts (N.S.W.) Pty. Ltd. indicates that 
although unit holders in these two Trusts are 
equitable owners of undivided interests in the 
lands owned by the Trust, in accordance with 
the provisions ‘of Section 25 of the Land Tax 
Management Act, 1956/57, they cannot be 
assessed as joint owners of the lands owned 
by the Trusts in accordance with the provisions 
of Section 27 of that Act. 


The unit holders therefore are not liable as 
secondary taxpayers for land tax in regard to 
their interests in the two Trusts above- 
mentioned. 


He points out that this decision applies only 
to the two Trusts mentioned, and any deter- 
mination in regard to any future Trusts must 
be based on the terms of the appropriate 
Trust Deed and the conditions governing the 
Trust. 
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Government Accounting Groups 

The following groups are now meeting once 
monthly and further groups will be formed 
in the future:— 


“Statistical Approach to Audit of Common- 
wealth, State and Public Utilities” (chairman: 
Mr. J. F. Fincher); “The Applicability of 
Internal Auditing to Government Accounting”, 
(chairman: Mr. Tonkin); “Stores 
Accounting and Inventories”, (chairman: Mr. 

E. Liney); “Electronic Data Processing 
Applied to Governmental and Public Utility 
Accounts”, (chairman: Mr. G. A. Woodward); 
“Scope for Management Accounting Reports 
Within Government Departments”, (chairman: 
Mr. T. R. Russell). 


Annual Research Lecture 

This lecture was delivered by Mr. R. Keith 
Yorston, B.Com., F.A.S.A., State president of 
New South Wales Division of the Society, in 
the Commerce Theatre, University of Mel- 
bourne on 30 September, on the subject 
“Reporting Financial Information to Employ- 
ees”. Mr. Justice Dean, Chancellor of the 
University of Melbourne, was the chairman 
at the lecture and the vote of thanks to the 
speaker was ably moved by Professor L. 
Goldberg, Gordon L. Wood Professor of 
Accounting, University of Melbourne. 


Companies Auditors Board of Victoria 

At a recent meeting of the Companies 
Auditors Board it was agreed that the 
appropriate title of a person registered under 
Section 5 of the Companies Act 1958 is a 
“registered company auditor” rather than 
licensed company auditor, and that the Act 
does not make any provision for an abbrevi- 
ated description. 


SOUTH AUSTRALIA 


Monthly Luncheon 

The August luncheon was held at the Rail- 
ways refreshment rooms on 31 August, the 
guest speaker being Mr. V. D. Haggard, 
Director of the Zoological Gardens. More 
than a hundred members attended and they 
heard an interesting talk about the control and 
development of the Gardens. 


IBM Service Bureau 

Mr. G. F. George represented the Division 
at the opening of International Business 
Machines Service Bureau at 408 King William 
Street, Adelaide on 27 August. 


Personal 

Mr. R. E. E. Parish, F.A.S.A. has been 
appointed manager of the New South Wales 
Branch of Geo. Wills and Co. Ltd. 

Mr. J. L. Smee, A.A.S.A. has been appointed 
Federal treasurer of the Junior Chamber of 
Commerce. 

Mr. W. A. Johnston, A.A.S.A. has been 
appointed ~—? promotion officer of John 
Martin & Co. 
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Obituary 

We record with regret the death of Mr. 
Edward George Williams who, until his retire- 
ment in 1948, was with the Municipal Tram- 
ways Trust, Adelaide. 


TASMANIA 


Personal 

Mr. G. F. Sorell, A.A.S.A., has been 
appointed chairman of the Tasmanian Public 
Service Tribunal. 

Mr. R. T. Young, F.A.S.A. and Mr. J. M. 
Hannon, A.A.S.A., have formed a partnership 
and will practice under the name of R. T. 
Young & Hannon, at 109a Collins Street, 
Hobart. 


WESTERN AUSTRALIA 


Perth Luncheon 

At the recent luncheon, the Rev. Edwin 
White gave an entertaining talk on the subject 
“How to Get the Best Out of TV”. Mr. 
White has made a special study of television 
production and its problems. In 1958 he 
visited the BBC in London to gain first-hand 
knowledge of television. It was an appropriate 
coincidence that the first test telecast from 
TVW commenced on the same date as the 
luncheon. 
Fremantle Luncheon 

At the August luncheon, the speaker was 
Mr. B. J. Clarkson, A.A.S.A., Under-Secretary 
for Metropolitan Water Supply, Sewerage and 
Drainage. His subject, “Problems of Our 
Water Supplies”, proved interesting to members 
especially in view of the water problems 
created by an exceptionally dry season and 
the prospect of water restrictions during the 
coming summer. 


meen 


Australian Accountants’ 


Students’ Society 


VICTORIA 


Syllabus of Meetings 

The programme of 
activities continues to be implemented 
smoothly with high average attendance 
figures, indicating the interest of students 
The syllabus embraces 40 meetings including 
ten lunch-time lectures. These are held on 
the second Wednesday of each month at the 
Chamber of Manufacturers Meeting Room, 
312 Flinders Street, Melbourne from 1.10 to 
1.50 p.m. 
Visit of New Zealand Students 

It is anticipated that a party of some 20 
New Zealand accountancy students will visil 
Australia during January and February of 
next year and the Students’ Society will 
arrange tours for them during their stay i 
Melbourne. 


Students’ Society 
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Australasian Institute of 
Cost Accountants 


VICTORIA 


Electronic Data Processing 


Members who attended the demonstration 
of electronic data processing on 15 September, 
were appreciative of the excellent way in 
which the equipment was presented by the 
National Cash Register Co. The evening took 
the form of a film presentation followed by a 
survey of electronic data processing. 


Plant Inspection 


Extraordinary interest has been shown by 
members in the visit to be made to the plant 
of Carlton and United Breweries Ltd. on 21 
October. During the visit the company’s cost 
accountant will explain the cost accounting 
methods employed. 


President’s Lecture 


“Operation Research”, the subject chosen by 
the president of the Institute (Mr. W. H. 
Duirs), will ensure that this lecture will be 
an outstanding event. A circular will be 
sent to all members announcing full details. 


Presentation of Certificates 


It is pleasing to record that the graduation 
function held on 28 September, was an 
occasion of much pride to our many new 
members. We warmly extend our congratu- 
lations to them and hope that they will take 
an active part in the affairs of the Institute. 
The ceremony took place in the presence of 
new members’ guests and all appreciated the 
effective catering arrangements. 


Research Controlling Committee 


Work is proceeding satisfactorily on the 
research being undertaken by the Research 
Committee into the subject “Reporting to 
Lower Levels of Management”. It is antici- 
pated that the report will be available towards 
the end of October. 


Public Relations and Membership Promotion 


A comprehensive report tabled at the Sept- 

ember meeting of the Divisional Council 
outlined many proposals for the attraction of 
tew members and for the advancement of 
the Institute. Much developmental work has 
now been completed for the programme of 
activities to be undertaken by the Students’ 
Society. 


Stress was laid on the importance of deve- 
oping new ground in planning future activities 
for members and it is hoped that the Institute 
will shortly arrange meetings and lectures to 
cover such subjects as direct costing, office 
organisation and methods, and differential 
costing. 
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Formation of The Cost Accountants Students’ 
Society 
The Victorian Divisional Council of the 
Australasian Institute of Cost Accountants has 
announced the formation in Victoria of a 
Students’ Society to be called “The Cost 
Accountants’ Students’ Society. 


The object of this new section of the Institute 
is to assist all students of cost accounting, 
particularly those preparing themselves for 
the examinations of the Cost Institute as most 
of the activities relate directly to the exami- 
nation syllabus of the Institute. 


Membership is open to members and regis- 
tered candidates of the Cost Institute and of 
the Australian Society of Accountants, and to 
accountancy and management students at 
technical colleges, business colleges, high 
schools and the university. The annual sub- 
scription is £1.1.0. 


Activities in the first year will be mainly 
forum-type discussions when specially selected 
panels of senior cost practitioners and lecturers 
will handle the topics included in the exami- 
nation syllabus of the Institute. These will 
not take the form of lectures but will comprise 
questions and answers and general discussions, 
all aimed at assisting the student of cost 
accountancy. 


Other activities will include lectures on cost 
accountancy as a profession and its place in 
the community, a practical demonstration of 
punched card accounting and demonstrations 
of model answers to the Institute’s exami- 
nations. 


Apart from participation in the activities of 
the Students’ Society, a member will receive 
all issues of the Cost Bulletin published by 
the Institute and will have free use of the 
extensive library of the Australian Society of 
Accountants. 


Those interested in this Society should 
contact Mr. J. G. Foster, secretary of the 
Students’ Society, 37 Queen Street, Melbourne 
(3rd Floor), MB2394. Application forms 
and activities brochures are available on 
request. 


NEW SOUTH WALES 


Film Evening 

A pleasant film evening was spent at the 
BP Theatrette on 21 August, when selected 
Indian films were shown. 


August Address 


On the 27 August, Mr. F. J. Johnson, 
A.A.S.A., A.C.A.A., Head of Department of 
Commerce, Perth Technical Correspondence 
School and a member of the W. A. Divisional 
Councils of the Australian Society of Account- 
ants and the Australasian Institute of Cost 
Accountants, gave an informative talk on the 
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subject “Commercial Law — What is It?” Mr. 
Johnson traced the development of commercial 
law from Saxon times until the present. 


September Council Meeting 

At the conclusion of the September 
Divisional Council meeting, the State president, 
Mr. H. L. Thomas, presented certificates of 
membership to several new members. In 
warmly welcoming the new members, the 
president explained how they may assist the 
development of the Institute by participating 
in Divisional astivities. The State councillors 
were introduced to those present and the 
evening concluded with a general discussion 
and refreshments. 
Library 

The Divisional Council have approved the 
purchase of many excellent overseas publi- 
cations on the recommendation of the Library 
Committee. Members and students are advised 
to contact the State Registrar for details of 
these new books. 


Long-Range Planning Convention 

Copies of the various papers delivered at 
the Terrigal Convention are available from 
the N.S.W. State Registrar at £2.10.0 per 
complete set. 


Members’ Questionnaire 

Many members have now completed and 
returned the questionnaire. Those who have 
yet to return the form to the State Registrar 
are asked to do so without delay. The 
information gained from this survey will be 
instrumental in promoting future Institute 
activities. 
Factory Visit 

A large party gathered at Davies Coop 
(N.S.W.) Pty. Ltd. on 8 September to inspect 
the latest spinning and weaving methods at 
this huge £3,500,000 project at Rydalmere. 
Members were entertained at afternoon tea 
by company executives at the conclusion of 
the inspection. 


One-Day Seminar 

Plans have now been finalised for a one-day 
seminar on the subject ‘The Cost Accountant's 
Contribution to Pricing Policy” to be held at 
the Metropole Hotel, Sydney on Wednesday, 
4 November. 


Christmas Function 

This popular annual gathering of members 
will once again be held at the Sydney Troca- 
dero on Monday, 7 December, when dinner 
and entertainment will be provided. 


Inspection of Government Printing Office 

The committee is planning an inspection of 
the N.S.W. Government Printing Office at 
Ultimo. This new Government building has 
some of the latest printing machines and 
members will be interested in noting the 
security measures maintained at Government 
printing establishments. 
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N.S.W. GOVERNMENT 
PUBLICATIONS 


The N.S.W. Government Printer has 9 
arranged to issue a monthly list of Govern. ~ 
ment publications which are available to the 
public at a nominal cost. The following 
publications were recently issued. 


ANNUAL REPORTS 


Agriculture Department, 30 June, 1958. 128 
pages. Price 10s., postage 1s. 3d. 

Chief Secretary on the Fisheries in N.S.W., 30 
June, 1957. 44 pages. Price 3s. 9d., postage 
6d 


6d. 

Conservation Authority, 30 June, 1958. 8 pages, 
Price 1s., postage , : 

Dried Fruits Board, 1958. 8 pages. Price 94, 
postage 4d. 

Forestry Commission, 30 June, 1957. 44 pages, 
Price 3s 9d., postage 6d. 

Kuring-gai Chase Trust, 30 June, 1958. 4 pages, 
Price 6d., postage 4d. 

Lane Cove National Park Trust, 30 June, 1958, 7 
4 pages. Price 6d., postage 4d. 

Lord Howe Island Board, 1958. 8 pages. Price 
9d., postage 4d. 

National Relief Fund of N.S.W. 2 pages. Price 
6d., postage 4d. 

Public Accountants Registration Board, 1958, 
4 pages. Price 6d., postage 4d. 

Public Works Department, 30 June, 1958. 785 
pages. Price 7s., postage Is. 

Rural Reeonstruction Board, 30 June, 1958. 12 
pages. Price 1s., postage 4d. 


REPRINTS OF ACTS UNDER 
AMENDMENTS INCORPORATION 
ACT, 1906 


Coal & Oil Shale Mine Workers (Superannua- 
tion) Act, 1941-57. 88 pages. Price 3s. 94, 
postage 5d. 

Electricity Commission Act, 1950-57. 88 pagem 
Price 3s. 9d., postage 5d. : 

Gaming & Betting Act, 1912-56. 80 pages. Price 
3s., postage 5d. E 

Hunter District Water Sewerage & Drainage 
Act, 1938-56. 120 pages. Price 5s., postag® 
6d. d 

Dentists Act, 1934-57. 26 pages. Price 1s. 4494 
postage 4d. { 

Legislative Assembly Members Superannuation 
Act, 1946-58. 18 pages. Price 1s., postage 


GENERAL PUBLICATIONS 
Companies Regulations. 44 pages. Price 2s, 
postage 4d. ’ 
County of Cumberland Planning Scheme Ordii) 
ance. 38 pages. Price 3s. 4d., postage 4d § 
List of Municipalities & Shires, 1959. 16 pages: 
plus map. Price 2s., postage 4d. 
Industrial Arbitration Report, Vol. 56, Index 
& Table of Cases. 72 pages. Price 3s 6% 
postage 4d. ? 
Industrial Arbitration Report, Vol. 57, Part §j 
1958. 26 pages. Price 3s. 6d., postage 4d. 9 
Workers’ Compensation Report, Vol 31, Pam 
4, 1957. 130 pages. Price 10s., postage 4@5 
Workers’ Compensation Report, Vol. 32, Pas 
1, 1958. 64 pages. Price 10s., postage 4d. 


PLEASE NOTE: The postages given above 
subject to the recent increase in rate® 


Postal applications should be made to 1% 
Government Printer, Box 4050, G.P.QR 
Sydney. The N.S.W. Government Prim 
monthly publications list is available wifi 
charge to interested persons. 
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